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In last year’s annual report, I noted that I was

very encouraged about Trammell Crow Company’s
prospects going into 2003 because of operational
improvements we had made, our strong balance
sheet, and the improving morale of our people.
At that time, however, the market environment
was not particularly encouraging and we had faced
a difficult year from an earnings perspective in
2002. A vear later [ am even more enthusiastic about
our improved operations, our financial position,
and the outlook of our people. I also can report
that we exceeded earnings objectives for 2003, and
the market environment appears to be prepared
for an upswing going into 2004,

We highlighted a number of very specific
strategic objectives for 2003 in last year’s annual
report, and we commented on our progress against
those objectives regularly when we announced
our quarterly results throughout the year. Outlined
below is a final “report card” on our 2003
strategic objectives.

Our top priority for the year was to continue
to improve the service we provide to our
customers. As noted last year, our mechanism
for measuring the quality of our services was to
engage an independent firm to conduct detailed
interviews of our customers, evaluate the
feedback they received, and then report their

conclusions directly to our Board of Directors.

The firm we used to do this work is Kingsley
Associates, and in September they reported their
findings to our Board. Highlights of those findings
are as follows:

o TCC’s overall customer satisfaction increased
during the year while the satisfaction of customers
within our industry as a whole declined.

¢ Customer service is a key competitive
advantage for TCC.

e The customer service initiatives we undertook
in 2003 positively impacted the satisfaction of
both our user and investor customers.

Retaining our producers and leaders and
adding key people to those ranks was also a very
high priority for the company in 2003. Our results
in this area were strong, and a year later our
competitive position in the marketplace has been
enhanced by the additions we have made to our
staff. We will provide more detail on this below in
the Global Services and the Development and
Investment sections of this letter.

Another area of focus for us was to continue
to streamline and make more effective the
infrastructure that supports our business, including
information resources, accounting, and human
resources. It is our clear intention to make these




areas of our business a competitive advantage
that is very hard for competitors to duplicate.
Identifiable gains in this area included the
delivery of a new state of the art suite of Internet
accessible applications supporting our core
services and the successful initiation of our
customer dashboard, which was introduced
in last year’s annual report. Building our
infrastructure will continue to be a priority in
2004 and beyond.

Last year’s letter to shareholders stated
that we would be placing significant emphasis in
2003 on growing our business with healthcare
related customers. With new business won in 2003,
we have grown our healthcare facility management
portfolio to more than 14 million square feet.
New development assignments won last vear
approximated $250 million in total project cost.
As the year ended, our pipeline of new business
pursuits in the healthcare area was very strong.

Global Services

With specific regard to our Global Services
business, we had an intense focus on improving
operations and, in turn, the service we provide
to our customers. We implemented nine
“playbooks” to standardize the way we deliver
various aspects of our service offering and
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continued to concentrate on utilizing best
practices with our customer accounts. The results
of our customer survey described above speak

to the impact of these actions.

Beyond improved customer service, the most
powerful gains we made in our Global Services
business in 2003 were the numerous additions we
made to our staff. We added very experienced
and extremely high caliber new geographic leaders
in several markets including Philadelphia, South
Florida, Chicago, and Phoenix. Our newly named
leaders of brokerage and investment services,

Bob Shibuya and Jack Minter, respectively, are
highly regarded and experienced industry leaders.
We also grew our brokerage staff by 5% to 526
professionals. This was short of our year-end
objective of 550 brokers; however, I am confident
our brokerage team in place at the close of 2003
was materially stronger than the team in place at
the beginning of the year. We also strengthened
our brokerage capability by establishing an alliance
with J] Barnicke, a high caliber Canadian real
estate services firm.

Additional key objectives for our Global
Services business going into 2003 were to grow our
profit margins and our base of customers. Our
pre-tax income margin in this segment of our
business grew from 2.2% to 4.2%. During the year

Beyond improved customer service, the most

powerful gains we made in our Global Services

business in 2003 were the numerous additions

we made 1o our staff.




We continue to have the most capable development
network in the industry, and we are situated in a
number of our local markets to take advantage of
the pending upturn in our economy.

we scrutinized our pricing strategies and controls
relating to new contracts, and our discipline

in this regard is one of the reasons for our higher
margins. Overall revenues for this segment did
not increase in 2003 due in large part to some
problematic accounts, which contributed to 2002
revenues but which we exited before year-end 2002.
We discussed this in last year’s annual report. We
did start to see some strong signs of growth during
2003, particularly in the fourth quarter when

we experienced Global Services revenue gains in
excess of 5% relative to the prior year’s fourth
quarter. On a year over year basis, several of our
Global Services product lines showed healthy
revenue growth, including corporate advisory
services at 14%, investment sales (a component
of investor brokerage) at 11%, and user project
management at 13%.

During 2003, we consolidated all international
activities within our Global Services segment
into one operating unit. This unit is aimed
primarily at serving our multi-national user
customers on a global basis. Within the United
States we are growing our infrastructure both
geographically and in conjunction with specific
large customer assignments. Internationally,
our growth strategy is centered on adding to our
base of professionals to serve identified user
customers. At the current time we have

concentrations of activity in Argentina, Brazil,
Canada, Chile, France, Mexico, Singapore,

and the United Kingdom. We also will continue
to increase the breadth and depth of our service
offering outside the United States through

very selective strategic alliances. We currently
have two important international alliances that
help us serve our customers. In Europe and Asia,
we redefined and further committed to our
alliance with Savills plc, and in Canada we formed
a new strategic alliance with JJ Barnicke. Both
Savills and JJ Barnicke share our philosophy of
superior customer service and are premier real
estate services providers in the markets they serve.
Our relationship with both companies provides for
the exchange of brokerage services to customers
between those companies’ home markets and
markets here in the United States.

Development and Investment

We focused on a number of initiatives in our
Development and Investment business during 2003
that were responsive to the late cycle status of

that business. First of all, we wanted to maintain
and enhance our network of development
professionals. It is a well known characteristic of
this particularly cyclical part of our business that
people move around during low points in the
cycle. We increased our ranks of Development




and Investment producers during 2003, and by
vear-end we had added very experienced new
professionals dedicated to industrial development,
our healthcare initiative, and acquisitions. These
are the exact areas of business upon which we

are focusing our new business efforts as we come
out of the bottom of the cycle.

We also made excellent progress during the
year toward putting in place new capital programs,
which we will use to grow our business. We have
entered into an agreement with one of our large
investor customers to establish a new industrial
property development program. This program is
designed to control sites early in the economic
cycle and position us and our customer to develop
up to $500 million of new industrial product.
Additionally, we had an initial closing of our fifth
in a series of TCC-managed discretionary funds,
Fund V, with commitments for approximately
$50.2 million in equity (including a $10 million
commitment by the company). With reasonable
leverage, we expect this to allow us to undertake
up to $170 million in acquisitions, new development
and redevelopment opportunities. We also have
made significant progress toward forming a new
investment program to privately fund the acquisition
and development of medical office buildings.
Our field network of developers is very focused
on securing either new development or

acquisition opportunities for all three of these
capital programs.

We have talked a good deal over the last
two years about our efforts to shift more of our
development work toward less cyclical user-driven
opportunities in healthcare, higher education,
and corporate build-to-suits. We started 23
new development projects in 2003, which was
down from 30 in the previous year, reflecting
the low point in the development cycle. Almost
one-third of our 2003 starts were in the user-driven
areas mentioned above. Importantly, however,
on a dollar volume basis, nearly two-thirds of the
new starts were in these less cyclical areas where
we are clearly establishing a strong franchise.
This capability should serve our company very
well as we go through future business cycles.
My expectation is that new starts will begin to
increase in 2004, and the wend toward user-driven
development will continue.

We are extremely proud of the fact that
our Development and Investment team was
able to generate significant profitability, even
with some limited asset impairment, during
2003. We continue to have the most capable
development network in the industry, and we
are situated in a number of our local markets
to take advantage of the pending upturn in
our economy.




Financial Performance

For 2003, we stated a target for EPS growth of 10%
to 20%. Our final EPS of $0.57 resulted in actual
growth of 27%, well in excess of our target range.
As we expected going into the year, improvements
in the profitability of our Global Services segment,
primarily driven by increasing corporate advisory
services revenue and improving margins, fueled
our net income growth. Also as expected, pre-tax
income for our Development and Investment
segment was down year-to-year, but the segment
enjoyed a very strong fourth quarter.

Our financial performance in 2003 was also
strong with regard to our balance sheet and our
cost structure. We increased our cash position from
$78 million at December 31, 2002, to $106 million
at December 31, 2003. Over this same period of
ume we reduced our line of credit borrowings
from $19 million to $10 million, and we reduced
our general and administrative expenses by 10%.

Our People

As described in last year’s shareholder letter,
Trammell Crow Company’s product is its people,
and the morale of our people is critical to our
performance in every facet of our business. We
talked about the growing optimism and confidence
of our people a year ago, and my observation is

that morale has improved even more dramatically
in 2003. There is a sense throughout all parts
of our business that the economic climate is
improving and that our company is well positioned
to take advantage of this circumstance. Importantly,
our people believe the steps we have taken over
the past few years to reduce our susceptibility to
economic cycles bode well for their careers. My
personal enthusiasm for our company’s prospects is
strong for many reasons. None is more important,
however, than the fact that our employees seem
genuinely encouraged about the prospects of their
hard work manifesting itself in better results.
Throughout the year we also continued to
expand our recognition and communication
programs for our people. An example of this is
our PRIDE Program, which recognizes employees
who attain certain job-related certifications
and designations.

Looking Ahead

We have established definitive 2004 objectives for
our overall business and for our Global Services
and our Development and Investment segments.
These objectives are very consistent with, and
largely a continuation of, the objectives we
established for 2003. This is because the direction
of our company remains unchanged. Overall, we




will concentrate first and foremost in 2004 on
continuing to show measurable improvement
in customer service. Again, we will be in the
marketplace hiring talented and experienced
people who make customer service a priority.
Our emphasis in this regard will be on senior
leaders for outsourcing accounts with our user
customers, seasoned brokers, and development
professionals who are capable of providing
product for our new capital programs. Our
business is clearly gaining momentum, and we
will need people in many roles to service the
new opportunities we are securing.

Growing our base of business in the areas of
healthcare and higher education will continue to
be a priority. Our healthcare and higher education
teams have sourced a growing amount of new
business over the past two years, and we expect
that trend to accelerate this year.

With regard to continued improvement in the
infrastructure that serves our business and our
customers, we plan to introduce an online portal
through which our customers can access our
customer dashboard, best practices platform, and
benchmarking tools. We continue to pursue
initiatives to streamline, improve the service of,
and control the cost of our accounting, technology,
and human resources functions.

Looking at our Global Services business
specifically, we will continue to target growth in our
brokerage ranks in the U.S., with a specific focus
on growing in a few key major markets, most
notably Chicago and New York. Additional emphasis
will be placed on growing the business we have
with existing user customers as well as growing the
number of customers we serve, both domestically
and internationally. Outsourcing assignments with
user customers will likely drive the growth in Global
Services for 2004. User customers continue to
outsource their real estate needs, and TCC is a
prominent provider of services in this marketplace.
With investor customers, our new business efforts
will be aimed most notably at growing our office
building management and leasing business. We
will continue to drill in on operating efficiencies
and margin improvements within our property
management business. Finally, we will target
continued rapid growth in our project
management business. We are already favorably
positioned in this business with approximately 400
project managers, and we will grow this base to
serve our customers as they continue to outsource
this function. This growth also will support our
brokerage strategy as our project management team
often provides services to customers of our
corporate advisory services group.

Res pe Ct: Treat all with dignity, value the contributions of others and help one another succeed.
[ nteg ri ty : Uphold the highest standards in our business practices.

Service: Deliver responsive, innovative solutions to drive continuous improvement.

Excellence: Aspire to be the best in everything we do.



Trammell Crow Company is very well
positioned to grow both its top line and its
profitability for the next several years.

Within our Development and Investment
business, the priorides for 2004 will include adding
experienced developers in key markets including
Chicago, San Francisco, Dallas, and Southern
California. We also will concentrate on sourcing
development and acquisition opportunities for
our new industrial capital program, our healthcare
capital program, and Fund V. In addition, we
will continue to focus on user-driven development,
including healthcare, higher education and
corporate build-to-suits.

In terms of financial objectives for 2004,
we again are targeting EPS growth in the 10%
to 20% range. We will focus on cost control and
margin improvernent and we will return to making
top line growth a priority, particularly in our
Global Services business.

Trammell Crow Company is very well positioned

to grow both its top line and its profitability for

the next several years. At some point, we expect
this growth to accelerate as the environment for
investor-driven opportunities improves and our
capital programs generate returns reflective of

the early cycle investments we are making. In the
meantime, we will continue to drive for growth
in areas of our product line that will reduce the
cyclicality in our business. We will improve our
customer service and our operating capabilities,
and we will grow our base of customers and the
team of Trammell Crow Company professionals
who serve them.

Our foundation is strong, and our future
is bright.

(it & e

Robert E. Sulentic
Chairman & CEO




The selected financial data set forth below have been derived from the consolidated financial statements of Trammell Crow
Company (“the Company”). The consolidated financial statements of the Company as of December 31, 2003 and 2002, and for each
of the three years in the period ended December 31, 2003, have been audited by Ernst & Young LLP, independent auditors, whose
report thereon appears elsewhere herein.

The selected financial data should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” and the consolidated financial statements and notes thereto contained elsewhere in this report.

In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets (“FAS 144”), certain revenues and expenses for the three quarterly periods ended September 30, 2003 and the year ended
December 31, 2002, have been reclassified to conform to the presentation for the year ended December 31, 2003. As a result, certain
balances differ from the amounts reported in previously filed documents. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operation — Income from Discontinued Operations, Net of Income Taxes” for additional information.

Years Ended December 31, (in thousands, except share and per share data) 1999 2000 2001 2002 2003

Statement of Operations Data:

Revenues:
User Services:
Facilities management $108,339 $151,515 $201,573 $233,756 $208,936
Corporate advisory services 104,300 143,536 115,599 108,414 123,335
Project management services 31,404 53,430 52,973 58,134 65,500

244,043 348,481 370,145 400,304 397,771

Investor Services:

Property management 155,425 165,081 174,279 147,613 143,727
Brokerage 135,699 145,761 115,463 95,657 95,593
Construction management 24,860 22,672 13,082 10,006 10,736

315,984 333,514 302,824 253,276 250,056
Development and construction 73,288 90,528 76,630 55,112 44,277

633,315 772,523 749,599 708,692 692,104
Gain on disposition of real estate 40,653 47,119 28,456 24,218 13,420
Other 2,284 1,738 1,596 1,186 2,308

676,252 821,380 779,651 734,096 707,832

Costs and Expenses:

Salaries, wages and benefits 359,837 437,831 477,628 472,810 452,195
Commissions 97,838 119,702 94,655 87,396 98,957
General and administrative 109,034 128,448 138,308 133,736 120,516
Depreciation 8,431 12,544 15,811 15,236 15,001
Amortization 8,105 9,335 8,164 2,579 1,991
Interest 9,507 16,947 15,057 10,219 7,074
Writedowns due to impairment of goodwill, intangibles

and investments — 40,347 31,968 — —
Change in fair value of interest rate swap agreement — — 4,809 — —_
Restructuring charges — — 10,952 — —_

592,752 765,214 797,352 721,976 695,734

Income (loss) from continuing operations before income
taxes, minority interest and income from investments

in unconsolidated subsidiaries $ 83,500 $ 56,166 $ (17,701 $ 12,120 $ 12,098
Income tax (expense) benefit (32,761) (22,492} 5,893 (5,402) (4,906)
Minority interest, net of income taxes (10,828) (2,567} 880 1,619 1,231
Income from investments in unconsolidated subsidiaries,

net of income taxes 14,532 4,347 5717 4,961 9,839
Income (loss) from continuing operations 54,443 35,454 (5,211) 13,298 18,262
Income from discontinued operations, net of income taxes —_ — — 3,355 2,778

Net income (loss) $ 54,443 $ 35,454 $ (5,211) $ 16,653 $ 21,040
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Years Ended December 31, (in thousands, except share and per share data) 1999 2000 2001 2002 2003
Income (loss) per share from continuing operations:
Basic $ 156 $ 1.02 $ 0.15) 038 $ 0.51
Diluted @ $ 1.50 3% 0.98 % (0.15) 036 $ 0.49
Income per share from discontinued operations,
net of income taxes:
Basic $ — $ — 3 — 3 0.09 $ 0.08
Diluted $ — $ — $ — $ 0.09 $ 0.08
Earnings (loss) per share:
Basic $ 156 $ 1.02 % (0.15) $ 0.47 % 0.59
Diluted ®@ $ 150 % 0.98 % (0.15) % 0.45 % 0.57
Weighted average common shares outstanding:
Basic 34,991,707 34,851,738 35,356,710 35,741,754 35,572,493
Diluted @ 36,411,063 36,147,744 35,356,710 36,797,012 36,780,515
Other Data:
Calculation of EBITDA®™ and EBITDA, as adjusted “:
Net income (loss) $ 54,443 $ 35454 % (5,211) % 16,653 $ 21,040
Income tax expense (benefit) ® 35,154 23,681 (926) 13,391 14,350
Depreciation 8,431 12,544 15811 15,236 15,001
Amortization 8,105 9,335 8,164 2,593 1,995
Interest expense 9,507 16,947 15,057 10,346 7,369
EBITDA® 115,640 97,961 32,895 58,219 59,755
Writedowns due to impairment of goodwill,
intangibles, and investments — 40,347 31,968 — —
Minority interest related to goodwill writedown,
before income tax expense — — (2,346) — —
Change in fair value of interest rate swap agreement — — 4,809 — —
Restructuring charges — — 10,952 — —
EBITDA, as adjusted $ 115640 $ 138,308 % 78,278 § 58,219 $ 59,755
Net cash provided by (used in) operating activities $ (2,902) % 40,631 3% 28,826 % 71,863 $ 48,769
Net cash provided by (used in) investing activities (19,267) (45,489) (7,862) 4,697 3,902
Net cash provided by (used in) financing activities (18,249) 12,967 (38,542) (36,614) (25,060)
Balance Sheet Data:
Cash and cash equivalents $ 47,528 % 55,637 % 38,059 % 78,005 $ 105,616
Total assets 633,956 722,015 692,262 622,066 630,126
Long-term debt (excluding notes payable on real estate)
and capital lease obligations 64,084 88,242 62,013 22,717 13,106
Notes payable on real estate © 134,827 148,098 158,226 113,807 103,267
Total liabilities 348,561 391,274 377,565 273,841 273,601
Minority interest 33,743 39,782 28,574 39,871 28,896
Stockholders’ equity 251,652 290,959 286,123 308,354 327,629

(1) Income from discontinued operations includes the operations of real estate properties and gain on disposition of veal estate properties held for sale or sold subsequent to
January 1, 2002, in which the Company retained or expecis to retain no continuing tnvolvement, in accordance with FAS 144. Dispositions of real estate assels have been
and will continue to be a significant part of the Company’s activities and, as a result of applying the provisions of FAS 144, the Company expects a greater amount of these
activities to be classified as discontinued operations in future periods ns fewer asset dispositions will qualify for grandfathered trentment under FAS 144.

(2) The weighted average shares outstanding used to calculate diluted earnings per share for 2001 excludes the dilutive effect of options, as their inclusion would have been
anti-dilutive.

(3) EBITDA represents earnings before interest, income taxes, depreciation and amortization. Management believes that EBTTDA is a meaningful measure of the Company's operating
performance, cash generation and ability to service debt. However, EBITDA should not be considered as an alternative to: (i) net earnings (determined in accordance with
accounting principles generally accepted in the United States (“GAAP”)); (it) operating cash flow (determined in accordance with GAAP); or (i) liquidity. Management also
believes that EBITDA is sometimes useful to compare the operating results of companies within an industry due to the fact that it eliminates the effects of certain financing and
accounting decisions. The Company’s calculation of EBITDA may differ from similarly titled items reported by other companies.

(4) EBITDA, as adjusted, represents EBITDA (as described in note (3) above) before the 2000 and 2001 writedouwns due to impairment of goodwill, intangibles and investments,
net of related minority interest, the 2001 restructuring charges and the 2001 change in fair value of the Company's interest rate swap agreement. Management believes these
items are not likely to recur within two years, and that excluding these items provides a more comparable measure of the Company's resulls over the fiveyear period.

(3) Income tax (expense) benefit includes income taxes applicable to minority interest, income from investments in unconsolidated subsidiaries and discontinued operations, each
of which is presented net of income taxes in the Company’s consolidated statements of operations.

(6) Notes payable on real estate includes current portion of notes payable on real estate, notes payable on real estate, less current portion and notes payable included in lLiabilities
related to real estate and other assets held for sale.
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The following discussion should be read in conjunction with the Company’s consolidated financial statements and the notes thereto
and the other information included elsewhere in this report.

Overview

The Company’s Global Services revenue streams consist primarily of payments made pursuant to service contracts and variable
transaction-oriented payments. The Company typically receives base monthly fees from customers for services provided under

its facilities management and property management contracts. The fees received by the Company for the provision of transaction
services (corporate advisory services and brokerage) are typically paid in connection with the consumimation of a transaction such

as the purchase or sale of commercial property or the execution of a lease. The Company also earns fees from project and construction
management that are typically determined by the size and cost of the project. The arrangement may be part of a management service
contract or an individual project engagement. In addition, the Company earns incentive fees under various management contracts
that are based on quantitative and/or qualitative criteria, such as achieving cost savings levels or certain customer service ratings.

The Company’s Development and Investment revenue streams consist primarily of payments related to individual real estate
development projects. Revenues from the Company’s development activities consist of development and construction fees, which
are typically based upon a negotiated percentage of a project’s cost, and incentive development fees for completing a development
project under budget, within certain critical time deadlines and/or for achieving specified leasing targets. Income from the
Company’s investment activities primarily consists of gain on disposition of real estate and income from unconsolidated subsidiaries
that hold real estate assets. The Company’s Development and Investment revenue streams also include rental revenue earned by
the Company’s consolidated operating real estate properties. The Company has limited control over the timing of the disposition of
these investments and the recognition of any related gain or loss. Because the disposition or impairment of a single significant
investment can impact the Company’s financial performance in any period, these investment activities create fluctuations in the
Company’s revenues. Because the Company’s investment strategy typically entails making relatively modest investments alongside
its investor customers, its ability to conduct these activities depends in part on the supply of investment capital for commercial real
estate and related assets.

At December 31, 2001, 2002 and 2003, total assets attributable to the Global Services segment were $333.1 million, $253.0 million
and $296.9 million, respectively. At December 31, 2001, 2002 and 2003, total assets attributable to the Development and
Investment segment were $359.2 million, $369.1 million and $333.2 million, respectively. Other financial information about the
Company’s segments is contained in “Notes to Consolidated Financial Statements, Note 21.7

The Company’s revenues are generated primarily in the United States, with approximately 97% of its revenues derived from
domestic operations in each of 2001, 2002 and 2003. Revenues derived from various foreign operations comprised approximately
3% of the Company's total revenues in each of 2001, 2002 and 2003. Approximately 94%, 92% and 91% of the Company’s long-lived
assets at December 31, 2001, 2002 and 2003, respectively, relate to the Company’s domestic operations, with the remaining portion
of its long-lived assets relating to various foreign operations.

During 2003, the Company’s business continued to be adversely impacted by the weakness of the economy as a whole. The
downturn in the economy and its resultant work force layoffs and business failures have led to higher than normal vacancy rates in
many markets. That fact, coupled with uncertainty as to the timing of any economic recovery, has negatively impacted the timing
and the amount of revenues and profits generated from several of the Company’s services, including project leasing, investment sales,
tenant representation, construction management and development and investment activities. However, in the fourth quarter of
2003, the Company experienced significant increases from the amount reported in the fourth quarter of 2002 in its brokerage,
corporate advisory services and construction management service lines (29.3%, 18.0% and 8.9%, respectively), as there were
signs of possible economic recovery. Development and investment activities, however, continued to be impacted by the downturn in
the economy, largely due to the decrease in the Company’s development starts in recent years.

The Company’s expenses typically consist of salaries, wages and benefits, commissions, general and administrative expenses,
depreciation and amortization expense and interest. Salaries, wages and benefits and commissions constitute a majority of the
Company’s total costs and expenses.

Over the last three years, an average of 53.5% of the Company’s income (loss) from continuing operations (adjusted to add back
non-recurring charges in 2001 relating to writedowns due to impairment of goodwill, intangibles and investments, net of related
minority interest, the 2001 restructuring charges and change in fair value of the Company’s interest rate swap agreement, net of
interest expense offset) has been generated in the fourth quarter, due primarily to a demonstrated tendency of participants
in the commercial real estate industry to complete transactions toward year-end. In addition, certain of the Company’s property
management and outsourcing contracts provide for incentive payments if the Company achieves certain performance
targets, which are generally recognized in the fourth quarter. In contrast, the Company’s non-variable operating expenses, which
are treated as expenses when incurred during the year, are relatively constant on a quarterly basis. See “— Quarterly Results of
Operations and Seasonality.”
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Critical Accounting Policies

Management of the Company is required to make certain estimates and assumptions in connection with the preparation of its
consolidated financial statements in accordance with GAAP. These estimates and assumptions impact the reported amount of assets
and liabilities and disclosures of contingent assets and liabilities as of the date of the consolidated financial statements. They also
impact the reported amount of net earnings during any period. Actual results could differ from those estimates. Certain of the
Company’s accounting policies and estimates have a more significant impact on its financial statements than others, due to the

magnitude of the underlying financial statement elements.

Consolidation

The Company’s determination of the appropriate accounting method with respect to its investments in subsidiaries is based on the
amount of control the Company has (combined with its ownership interest) in the underlying entity, or, if the entity is a variable
interest entity (“VIE”) under Financial Accounting Standards Board (“FASB”) Interpretation No. 46, Consolidation of Variable Interest
Entities (“FIN 46”), based on the factors described in the following paragraph. The Company’s consolidated financial statements
include the accounts of the Company, its wholly-owned subsidiaries, and other subsidiaries over which the Company has control. In
addition, with respect to entities formed subsequent to January 31, 2003, the Company consolidates any VIE of which the Company
is the primary beneficiary. The Company’s investments in subsidiaries (including VIEs of which the Company is not the primary
beneficiary) in which it has the ability to exercise significant influence over operating and financial policies, but does not control
(including subsidiaries where the Company has less than 20% ownership), are accounted for on the equity method. All other
investments of the Company are accounted for on the cost method.

The Company determines if an entity is a VIE under FIN 46 based on several factors, including whether the entity’s total equity
investment at risk upon inception is sufficient to finance the entity’s activities without additional subordinated financial support
provided by any parties, including equity holders. The Company makes judgments regarding the sufficiency of the equity at risk
based first on qualitative analysis, then quantitative analysis if necessary. In a quantitative analysis, the Company incorporates
various estimates, including estimated future cash flows, asset hold periods and discount rates, as well as estimates of the probabilities
of various scenarios occurring. If the entity is a VIE, the Company then determines whether it will absorb the majority of expected
losses and/or receive the majority of expected returns, and if so, consolidates the entity as the primary beneficiary. The Company is
not required to reconsider the entity’s VIE status if the entity incurs losses that exceed expectations, but is required to reconsider
the status if the structure of the entity changes. The Company determines whether an entity is a VIE and, if so, whether it should be
consolidated by utilizing judgments and estimates that are inherently subjective. If the Company made different judgments or
utilized different estimates in these evaluations, it could result in differing conclusions as to whether or not an entity is a VIE and
whether or not to consolidate such entity.

The Company does not have any unconsolidated investments in VIEs with respect to entities formed subsequent to January 31,
2003. The Company will apply the provisions of FIN 46R (a revision of FIN 46) as of March 31, 2004 to entities formed prior to
February 1, 2003 that are not considered to be special-purpose entities. None of the entities in which the Company has an investment
are considered to be special-purpose entities.

Accounting for an investment as either consolidated or by the equity method would have no impact on the Company’s net
income (loss) or stockholders’ equity in any accounting period, but a change in treatment would impact individual income
statement and balance sheet items, as consolidation would effectively “gross up” the Company’s income statement and balance
sheet. However, if control aspects of an investment accounted for by the cost method were different, it could result in the
Company being required to account for an investment by consolidation or by the equity method. Under the cost method, the
investor only records its share of the underlying entity’s earnings to the extent that it receives dividends from the investee;
when the dividends received by the investor exceed the investor’s share of the investee’s earnings subsequent to the date of the
investor’s investment, the investor records a reduction in the basis of its investment. Under the cost method, the investor does
not record its share of losses of the investee. Conversely, under either consolidation or equity method accounting, the investor
effectively records its share of the underlying entity’s net income or loss, to the extent of its investment or its guarantees of the
underlying entity’s debt. At December 31, 2003, $2.5 million of the Company’s $65.0 million total investment in unconsolidated
subsidiaries relates to investments that are accounted for using the cost method. Accounting for an investment under either
the equity or cost method has no impact on the evaluation of impairment of the underlying investment; under either method,

impairment losses are recognized upon evidence of permanent losses of value.




Revenue Recognition

The Company recognizes revenue in accordance with Staff Accounting Bulletin No. 104, Revenue Recognition in Financial Statements,
which has four basic criteria that must be met before revenue is recognized:

* existence of persuasive evidence that an arrangement exists;
* delivery has occurred or services have been rendered;

» the seller’s price to the buyer is fixed and determinable; and
s collectibility is reasonably assured.

The Company’s various revenue recognition policies are consistent with these criteria. The revenues of the Company’s business
that are subject to the most judgment are its brokerage commission revenues and incentive based management and development fees.

The Company’s brokerage commission revenues are comprised of commissions earned for investment sales, project leasing and
tenant representation transactions. Revenues from investment sales transactions are recognized upon the closing of a sale and are
generally paid to the Company by the seller out of the sale proceeds; therefore, there is generally no estimation or judgment involved
in the recognition of these revenues. Project leasing and tenant representation commissions are generally recorded half upon execution
of a lease contract, and the remainder upon tenant occupancy. The Company performs thousands of project leasing and tenant
representation transactions annually, each of which is typically governed by a separate commission agreement. While the majority of
these agreements generally provide that half of the commission is earned upon execution of a lease contract and half upon tenant
occupancy, agreements do vary as to their terms and complexity, usually due to negotiation of the commission agreement language
with the customer. If there are any contingencies with respect to any portion of the commission, that portion of the commission is not
recognized as revenue until the contingency is resolved. The unique nature and complexity of each brokerage transaction require
the Company to use varying levels of judgment in determining timing of revenue recognition. The judgment involved in revenue
recognition is understanding the complex terms of the agreements and determining the appropriate time to recognize revenue for
each transaction based on such terms. Each transaction is evaluated to determine: (1) at what point in time revenues are earned,
(2) whether there are contingencies involved that would impact the timing of recognition of revenue, and (3) how and when such
contingencies will be resolved. The actual iming of revenue recognition could vary if different judgments were made.

The Company earns incentive development and management fees from its development services, property management services
and certain services provided to user customers in the Company’s Global Services segment, including facilities management
services, project management services and corporate advisory services. These fees are recognized when quantitative criteria have
been met (such as specified leasing or budget targets, customer service levels, or achieved levels of operating expense savings)
or, for those incentive fees based on qualitative criteria, upon approval of the fee by the customers. The Company’s incentive
development and management fee revenues are not recognized to the extent that such revenues are subject to future performance
contingencies, but rather once the contingency has been resolved. Certain of these fees may require estimates and judgment
by the Company and, as such, actual revenue may differ from the Company’s estimates.

Carrying Value of Real Estate, Goodwill and Intangible Assets

As of December 31, 2003, the Company’s total real estate, goodwill and intangible assets were $167.0 million, $74.3 million and
$5.9 million, respectively (26.5%, 11.8% and 0.9% of total assets, respectively). Goodwill reflects the excess of the purchase price
over the fair value of the net assets of real estate service companies acquired by the Company primarily in 1998 and 1999.
Intangible assets primarily include management contracts and employment/non-compete agreements for certain employees entered
into in connection with these acquisitions and in connection with the hiring of certain other employees. Intangible assets also
include upfront cash pavments made to customers and certain contract acquisition costs incurred upon initiation of new long-term
outsourcing contracts. The Company accounts for its real estate, goodwill and other intangibles in accordance with Statements of
Financial Accounting Standards No. 142, Goodwill and Other fntangible Assets (“FAS 1427) and FAS 144. These statements require the
Company to evaluate the carrying value of its real estate, goodwill and intangible assets based on assumptions and estimates

of fair value and future cash flow information. These assumptions and estimates developed by the Company may differ from actual
results. If different assumptions and estimates were used, carrying values could be adversely impacted, resulting in writedowns
that would adversely affect the Company’s earnings.

Real Estate

With respect to the Company’s real estate assets, FAS 144 establishes restrictive criteria to classify an asset as “held for sale.” At
December 31, 2003, assets included in real estate held for sale include only completed assets or land for sale in its present condition
that meet all of the FAS 144 “held for sale” criteria. All other real estate assets are classified in one of the following line items in the
Company’s balance sheet: (i) real estate under development (current), which includes real estate that the Company is in the process
of developing that is expected to be completed and disposed of within one year of the balance sheet date; (ii) real estate under
development (non-current), which includes real estate that the Company is in the process of developing that is expected to be
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completed and disposed of more than one year from the balance sheet date; or (iii) real estate held for investment, which consists of
completed assets not expected to be disposed of within one year of the balance sheet date and land on which development
activities have not yet commenced. Any asset reclassified from real estate held for sale to real estate under development (current or
non-current) or real estate held for investment is measured individually at the lower of its carrying amount before it was classified

as “held for sale,” adjusted (in the case of real estate held for investment) for any depreciation that would have been recognized had
the asset been continuously classified as real estate held for investment, or the fair value at the date of the reclassification.

Real estate held for sale is recorded at the lower of cost or estimated fair value less cost to sell. If an asset’s fair value less cost
to sell, based on discounted future cash flows or market comparisons, is less than its carrying amount, an allowance is recorded
against the asset.

Real estate under development and real estate held for investment are carried at cost less depreciation, as applicable.
When indicators of impairment are present, real estate under development and real estate held for investment are evaluated for
impairment and losses are recorded when undiscounted cash flows estimated to be generated by an asset are less than the asset’s
carrying amount. The amount of the impairment loss is calculated as the excess of the asset’s carrying value over its fair value,
which is determined using a discounted cash flow analysis or market comparisons. Buildings and improvements included in real
estate held for investment are depreciated using the straight-line method over estimated useful lives, generally 39 years. Tenant
improvements included in real estate held for investment are amortized using the straight-line method over the shorter of their
estimated useful life or the terms of the respective leases.

The Company evaluates each of its real estate assets on a quarterly basis in order to determine the classification of each asset in
the Company's balance sheet. This evaluation requires judgment by the Company in determining certain criteria that must be
evaluated under FAS 144, such as the estimated time to complete assets that are under development and the timeframe in which the
Company expects to sell its real estate assets. The classification of real estate assets determines which real estate assets are to be
depreciated as well as what method is used to evaluate and measure impairment. Had the Company evaluated its assets differently,
the balance sheet classification of such assets, depreciation expense and impairment losses could have been different.

When acquiring real estate with existing buildings, the Company allocates the purchase price between land, building and
intangibles related to in-place leases, if any, based on their relative fair values. The fair values of acquired land and buildings are
determined based on an estimated discounted future cash flow model with lease-up assumptions as if the building was vacant upon
acquisition. The fair value of in-place leases includes the value of net lease intangibles for above or below-market rents and tenant
origination costs, determined on a lease by lease basis using assumptions for market rates, absorption periods, lease commissions
and tenant improvements. The capitalized values for both net lease intangibles and tenant origination costs are amortized over
the term of the underlying leases. Amortization related to net lease intangibles is recorded as either an increase to or a reduction of
rental income and amortization for tenant origination costs is recorded to amortization expense. If the Company used different
estimates in these valuations, the allocation of purchase price to each component could differ, which could cause the amount of
amortization related to lease intangibles and tenant origination costs to be different, as well as depreciation of the related building.

FAS 144 extends the reporting of a discontinued operation to a “component of an entity,” and further requires that 2 component
be classified as a discontinued operation if the operations and cash flows of the component have been or will be eliminated from
the ongoing operations of the entity in the disposal transaction and the entity will not have any significant continuing involvement
in the operations of the component after the disposal transaction. As defined in FAS 144, a “component of an entity” comprises
operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the
entity. Because each of the Company’s real estate assets is generally accounted for in a discrete subsidiary, almost every real estate
asset constitutes a component of an entity under FAS 144, increasing the likelihood that the disposition of assets the Company holds
for sale in the ordinary course of business must be reported as a discontinued operation unless the Company has significant continuing
involvement in the operations of the asset after its disposition. Furthermore, operating profits and losses on such assets are
required to be recognized and reported as operating profits and losses on discontinued operations in the periods in which they occur.

Goodwill

Under FAS 142, which was effective January 1, 2002, the Company determined its reporting units, which are the basis of its future
annual goodwill impairment tests. The required impairment tests are based on a comparison of the fair value of each of the
Company’s reporting units to the carrying value of such unit. A writedown of goodwill must be recorded if the fair value of a
reporting unit falls below its carrying value. The Company has identified its reporting units to mirror its two segments,
Global Services and Development and Investment, as each segment’s underlying business units have similar long-term economic
characteristics and service deliveries. If the Company defined its reporting units differendy, the results of its annual impairment
tests could be impacted. The Company performed its required annual impairment tests of goodwill in 2003, and has determined
that no impairment of goodwill exists at December 31, 2003.
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Also, under FAS 142, effective January 1, 2002, goodwill is no longer amortized, which would have decreased 2001 net loss
by approximately $2.7 million ($0.08 per share) had FAS 142 been in effect in 2001.

Intangible Assets

The Company’s intangible assets are evaluated for impairment when indicators of impairment are present. Impairment losses
are recorded when estimates of undiscounted future cash flows are less than the value of the underlying asset. The amount of any
impairment loss is calculated as the excess of the intangible asset’s carrying value over its fair value, which is determined using a
discounted cash flow analysis. The determination of future cash flows is based on assumptions and estimates of forecasted financial
information that may differ from actual results.

In 2002, the Company recognized a writedown of $1.1 million (recorded as a reduction of facilities management revenues)
due to the impairment of an intangible related to an upfront cash payment made to a customer upon inception of a management
contract in a previous period. The Company and the customer mutually agreed to terminate the contract in 2002. Also, in 2001 the
Company recognized a writedown of $2.1 million (recorded as a reduction of project management services revenues) due
to the impairment of an intangible related to an upfront contract payment made to a customer upon inception of the underlying
agreement in a previous period. The Company had determined that the future cash flows from the underlying contract did not
support the value of the intangible, and it was the Company’s intent to terminate the contract. The Company and the customer
mutually agreed to terminate the contract in 2002.

The Company has considered the average life of its management contracts to determine the period over which to amortize
intangible assets related to acquired management contracts, which is the Company’s estimate of the useful life of the underlying
management contracts. This estimate requires judgment by the Company, and had the Company chosen a shorter time period over
which to amortize such intangible assets, amortization expense would have increased, adversely impacting the Company's results
of operations. The Company amortizes intangible assets resulting from employment/non-compete agreements to compensation
expense over the period of time that future services to the Company are required, as stipulated in the applicable agreement, or
over the period of time that the employee is obligated to repay such amounts to the Company if his employment is terminated.
Intangible assets related to upfront cash payments made to customers and certain contract acquisition costs are amortized as a
reduction of the related revenue over the non-cancelable term of the underlying contract.

Self-Insurance

The Company is self-insured for portions of its health and workers’ compensation benefits to employees and general and automotive
hability claims.

The Company self-insures (through a health and welfare benefit trust) its health insurance benefits provided to substantially all
of its employees and has purchased stop-loss insurance to cover individual claims in excess of $250,000. On a quarterly basis, the
Company utilizes an independent actuary to evaluate the estimate of incurred but not reported claims under the Company’s health
insurance programs. Each quarter, the Company adjusts its accrual to this estimate plus its share of unpaid reported claims. The
actuarial estimate of the Company’s exposure to health insurance claims is subjective, and the amount of claims actually incurred
could differ, which could result in increased or decreased expense in future periods. As of December 31, 2003, the Company’s
liability to the trust, primarily for unpaid claims (both reported and not reported) related to these health insurance benefits, is
$3.0 million, included in accrued expenses on the Company’s consolidated balance sheet.

The Company’s wholly-owned captive insurance company, which is subject to applicable insurance rules and regulations, insures
the Company’s exposure related to workers’ compensation benefits provided to employees, and buys excess coverage from an
unrelated insurance carrier. The Company buys general liability and automotive insurance through an unrelated insurance carrier.
The captive insurance company reinsures the deductibles. Given the nature of these types of claims, it may take several years for
resolution and determination of the cost of these claims. The Company is required to estimate the cost of these claims in its financial
statements. Exposure to workers’ compensation, general liability and automotive claims is evaluated on an annual basis during the
Company’s fourth quarter by an independent actuary. The Company adjusts its annual expense based on this actuarial estimate, and
utilizes this estirnate as the basis for the next year’s expense, until the actuary calculates the next annual estimate. The estimates
that the Company utilizes to record its potential losses on claims are inherently subjective, and actual claims could differ from
amounts recordad, which could result in increased or decreased expense in future periods. As of December 31, 2003, the Company’s
reserve for claims under these insurance programs is $9.3 million, of which $2.8 million is included in other current liabilides and
the remainder is included in other liabilities on the Company’s consolidated balance sheet.
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Results of Operations

The following table sets forth items from the Company’s consolidated statements of operations for each of the three vears in the
period ended December 31, 2003, as a percent of total revenue for the periods indicated.

Years Ended December 31, 2001 2002 2003
Revenues:
User Services:
Facilities management 25.9% 31.8% 29.5%
Corporate advisory services 14.8% 14.8% 17.4%
Project management services 6.8% 7.9% 9.3%
47.5% 54.5% 56.2%
Investor Services:
Property management 22.4% 20.1% 20.3%
Brokerage 14.8% 13.0% 13.5%
Construction management 1.7% 1.4% 1.5%
38.9% 34.5% 35.3%
Development and construction 9.8% 7.5% 6.3%
96.2% 96.5% 97.8%
Gain on dispositicn of real estate 3.6% 3.3% 1.9%
Other 0.2% 0.2% 0.3%
100.0% 100.0% 100.0%
Costs and Expenses:
Salaries, wages and benefits 61.3% 64.4% 63.9%
Commissions 12.2% 11.9% 14.0%
General and administrative 17.7% 18.2% 17.0%
Depreciation 2.0% 2.1% 2.1%
Amortization 1.1% 0.4% 0.3%
Interest 1.9% 1.4% 1.0%
Writedowns due to impairment of goodwill, intangibles and investments 4.1% —% —%
Change in fair value of interest rate swap agreement 0.6% —% —%
Restructuring charges 1.4% —% —%
102.3% 98.4% 98.3%
Income (loss) from continuing operations before income taxes, minority interest and income
from investments in unconsolidated subsidiaries (2.3)% 1.6% 1.7%
Income tax expense (benefit) 0.8% (0.7)% 0.7)%
Minority interest, net of income taxes C.1% 0.2% 0.2%
Income from investment in unconsolidated subsidiaries, net of income taxes 0.7% 0.7% 1.4%
income (loss) from continuing operations (0.7)% 1.8% 2.6%
Income from discontinued operations, net of income taxes —% 0.5% 0.4%

Net income (loss) (0.7)% 2.3% 3.0%




Results of Operations —
Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets (“FAS 1447), certain revenues and expenses for the three quarterly periods ended September 30, 2003 and the year ended
December 31, 2002, have been reclassified to conform to the presentation for the year ended December 31, 2003. As a result,
certain balances differ from the amounts reported in previously filed documents. See Income (Loss) from Discontinued Operations,
Net of Income Taxes, below, for additional information.

For the Years Ended December 31, (§ in millions) 2003 2002 $ Change % Change
Revenues:
User Services:
Facilities management $209.0 $233.8 $(24.8) (10.6)%
Corporate advisory services 123.3 108.4 149 13.7%
Project management services 65.5 58.1 7.4 12.7%
397.8 400.3 (2.5) (0.6)%
Investor Services:
Property management 143.7 147.6 (3.9) (2.6)%
Brokerage 95.6 95.7 (0.1) (0.1)%
Construction management 10.7 10.0 0.7 7.0%
250.0 253.3 (3.3) (1.3)%
Development and construction 44.3 55.1 (10.8) (19.6)%
692.1 708.7 (16.6) (2.3)%
Gain on disposition of real estate 134 24.2 (10.8) (44.6)%
Other 2.3 1.2 1.1 91.7%
707.8 734.1 (26.3) (3.6)%
Costs and Expenses: .
Salaries, wages and benefits 452.2 472.8 (20.6) (4.4)%
Commissions 98.9 87.4 11.5 13.2%
General and administrative 120.5 133.8 (13.3) (9.9)%
Depreciation 15.0 15.2 (0.2) (1.3)%
Amortization 2.0 2.6 (0.6) (23.1)%
Interest 7.1 10.2 (3.1) {30.4)%
695.7 722.0 (26.3) (3.6)%
Income from continuing operations before income taxes, minority interest
and income from investments in unconsolidated subsidiaries 12.1 12.1 — —%
Income tax expense 4.9) (5.4) 0.5 (2.3)%
Minority interest, net of income taxes 1.2 1.6 (0.4) (25.0)%
Income from investments in unconsolidated subsidiaries, net of income taxes 9.8 5.0 4.8 96.0%
Income from continuing operations 18.2 13.3 4.9 36.8%
Income from discontinued operations, net of income taxes 2.8 34 (0.6) (17.6)%
Net income $ 21.0 $ 16.7 $ 43 25.7%

Revenues. Facilities management revenue decreased primarily due to the Company’s exit from certain unprofitable contracts
and the loss of other customers during 2002 and the first half of 2003, including certain customer relationships terminated as part of
the Company’s wind-down of its centralized call center operations. Reimbursement of salaries, wages, benefits, and out-of-pocket
general and administrative costs, a component of facilities management revenue, decreased $10.4 million in 2003, compared to
2002. The composition of facilities management revenue, including management fees and reimbursements, can vary significantly
from period to period based on the terms of the underlying management agreements in effect each period.

Corporate advisory services revenues began to increase from the prior year in the second quarter 2003 as customers began
showing less reluctance to make new real estate commitments. In addition, during 2003 the Company increased the number of
tenant representation brokers as part of its focus on expanding its brokerage network. The Company was successful in closing
several significant tenant representation transactions and other transactions on behalf of its user customers.

Project management revenue growth was primarily due to the addition of new customers and the expansion of services
provided to existing customers. The growth was partially offset by the sale of a majority of the operations of the Company’s joint
venture with Savills into the Asia-Pacific region {(“Trammell Crow Savills Asia-Pacific”) and the termination of a contract in the
fourth quarter of 2002.




The decrease in property management revenue was primarily the result of a reduction in square footage under management in
2003, in addition to the Company’s sale of its mall management business to an affiliate of Faison Enterprises, Inc. (the “Faison Sale”)
in the first quarter of 2002.

Brokerage revenue remained relatively flat from 2002 to 2003. However, revenues in the fourth quarter of 2003 were significandy
ahead of the comparable period in the prior year. This is in part the result of an increase in the number of project leasing and
investment sales brokers, as part of the Company's focus on expanding its brokerage network. In addition, the Company was successful
in closing several significant transactions in the 2003 fourth quarter, driven by stabilization of the economy and decreasing
reluctance on the part of customers to make new real estate commitments.

Construction management revenue is generated from services including space planning and tenant finish coordination for
investor customers in conjunction with property management and leasing assignments, and is directly related to tenants’ real estate
demands. Revenues remained relatively flat from 2002 to 2003.

The decrease in development and construction revenue was primarily due to a $5.9 million decrease in rental revenue from
operating real estate properties, resulting from the sale of various operating properties that generated rental revenue in 2002. In
addition, development and construction fees decreased due to the downturn in the economy, which has resulted in a decrease in
the Company’s development starts in recent years. Typically, the impact of decreases and increases in the Company’s development
starts is not reflected in results immediately, and the Company experienced the consequences of reduced previous periods’ starts in
its development and construction revenues for 2003. These decreases in revenue were offset in 2003 by $1.6 million of revenue
relating to the Company’s receipt of a distribution from a cost method investment. This distribution was the result of the disposition
of the underlying real estate project.

The Company’s gain on disposition of real estate decreased significantly in 2003 from 2002. In 2003, the Company sold 19 real
estate projects for an aggregate net sales price of $67.1 million, resulting in an aggregate gain on disposition of $13.4 million,
including recognition of deferred gain of $0.3 million relating to a disposition in a previous period. In 2002, the Company sold 36
real estate projects for an aggregate net sales price of $142.1 million, resulting in an aggregate gain on disposition of $24.2 million,
including recognition of deferred gain of $0.9 million relating to dispositions in previous periods.

Some of the Company’s development resources focus on providing development services to investor customers that invest in
speculative commercial real estate projects. Since the latter part of 1999, speculative real estate development has declined significantly.
The decline reflects the fact that demand for new product in many of the markets in which the Company operates has declined
as vacancy rates have risen with the overall downturn in the economy. As a result, the Company has responded by shifting focus and
resources to user-driven development areas such as development and construction activities for healthcare and higher education
customers and fee development for corporate customers.

Costs and Expenses. Salaries, wages and benefits expense includes all compensation paid to Company employees other than
brokerage commissions. As such, it includes salaries, benefits and annual incentive bonuses for employees whose compensation is
reimbursed by customers (“reimbursed employees”); salaries, benefits and annual incentive bonuses for employees whose
compensation is not so reimbursed (“unreimbursed employees”); and transaction-related incentive compensation other than
brokerage commissions, primarily paid in connection with development and investment transactions. The decrease in 2003 was
driven by a $23.9 million decrease in salaries and benefits for unreimbursed employees offset by a $3.3 million increase in salaries,
wages and benefits for reimbursed employees. The decrease in unreimbursed salaries, wages and benefits is a result of the
Company’s continued efforts to control costs as part of the Company’s cost reduction efforts undertaken beginning in the second
quarter of 2001, in addition to a reduction in headcount resulting from the Faison Sale and wind-down of call center operations.
These decreases in unreimbursed salaries, wages and benefits were partially offset by increases due to new hiring in 2003. The increase
in reimbursed salaries, wages and benefits was driven by an increase in project management services provided to customers, offset
by a reduction in headcount due to the wind-down of call center operations.

The increase in commission expense was primarily driven by the increase in the Company’s corporate advisory services
revenue, which was the result of an increase in headcount of tenant representation brokers and the closing of several significant
transactions during 2003 as the economy began to stabilize in the second half of 2003.

The overall decrease in general and administrative expenses was comprised of a $17.0 million decrease in costs that are not
reimbursed by customers, offset by a $3.8 million increase in out-of-pocket general and administrative expenses that are reimbursed
by customers. The decrease in unreimbursed general and administrative expenses for 2003 is the result of a §5.4 million decrease
in pursuit cost expense, mainly due to a writeoff of capitalized pursuit costs in the second quarter of 2002 when negotiations on an
international venture concluded unsuccessfully, as well as continuing efforts by the Company to control costs company-wide. In
addition, costs were incurred in 2002 to restructure or exit outsourcing contracts that were unprofitable or otherwise judged likely
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to be unsuccessful in the long run. The overall decrease in general and administrative expenses in 2003 was partially offset by
$5.9 million of writedowns on real estate due to impairment and provisions to reflect real estate held for sale assets at fair value less
cost to sell recorded in 2003 as compared to $2.4 million of such writedowns and provisions in 2002.

Depreciation and amortization expenses decreased because certain non-compete agreements became fully amortized in 2002
and certain assets related to computer hardware became fully depreciated during 2003 and therefore were not depreciated for a full
year in 2003. This was offset by an increase in depreciation expense related to real estate assets classified as held for investment, in
accordance with FAS 144,

The decrease in interest expense is primarily the result of the dispositions in late 2002 of several operational real estate
projects that incurred interest expense in 2002. Also, during 2003, the Company had lower average outstanding balances on its
revolving line of credit.

Income from Continuing Operations Before Income Taxes, Minority Interest and Income from Investments in Unconsolidated
Subsidiaries. The Company’s income from continuing operations before income taxes, minority interest and income from
investments in unconsolidated subsidiaries remained flat due to the fluctuations in revenues and expenses described above.

Minority Interest, Net of Income Taxes. The decrease in minority interest income, net of income taxes, is primarily a result
of decreased losses in 2003 in the Company’s consolidated international entities in which outside parties have an interest. This
decrease was partially offset by an increase in minority interest income, net of income taxes, due to larger 2003 losses in certain
consolidated real estate entities driven by 2003 charges for impairment of real estate.

Income from Investments in Unconsolidated Subsidiaries, Net of Income Taxes. Income from investments in unconsolidated
subsidiaries fluctuates from period to period based on the volume and profitability of transactions carried out by the underlying
unconsolidated subsidiaries. The Company’s share of income from such transactions is typically driven by its ownership percentage
in the unconsolidated subsidiaries. The 2003 increase in income from unconsolidated subsidiaries was primarily driven by
significant real estate sales by certain unconsolidated subsidiaries and increased income from the 10% investment that the Company
owns in Savills, which it acquired upon initial formation of its strategic alliance with Savills.

Income from Continuing Operations. The Company’s income from continuing operations in 2003 increased from the
comparable period in the prior year, due to the fluctuations in revenues and expenses described above.

Income from Discontinued Operations, Net of Income Taxes. Income from discontinued operations includes the operations of
real estate properties and gain on disposition of real estate properties held for sale or sold subsequent to the adoption of FAS 144
effective January 1, 2002, that were considered components of an entity under FAS 144 and in which the Company retained or
expects to retain no continuing involvement. Dispositions of real estate assets have been and will continue to be a significant part of
the Company’s activities and, as a result of applying the provisions of FAS 144, the Company expects a greater amount of these
activities to be classified as discontinued operations in future periods as fewer asset dispositions will qualify for grandfathered treatment
under FAS 144. In 2003, the Company sold four real estate projects that were considered discontinued operations for an
aggregate net sales price of $25.1 million. These sales resulted in an aggregate gain on disposition of real estate (before income
taxes) of $5.3 million. In 2002, the Company sold four real estate projects with a gain on disposition of real estate (before income
taxes) of $6.6 million for an aggregate net sales price of $31.2 million.

Net Income. Net income increased due to the fluctuations in revenues and expenses described above, in addition to a decrease

in the Company’s effective tax rate driven by the increase in the Company’s income from its investment in Savills.




20 o0 S

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

For the Years Ended December 31, (§ in millions) 2002 2001 $ Change % Change
Revenues:
User Services:
Facilities management $233.8 $201.5 $323 16.0%
Corporate advisory services 108.4 1156 (7.2) (6.2)%
Project management services 58.1 53.0 5.1 S8.6%
400.3 370.1 30.2 8.2%
Investor Services:
Property management 147.6 174.3 (26.7) (15.3)%
Brokerage 95.7 115.5 (19.8) (17.1)%
Construction management 10.0 13.1 (3.1) (23.7)%
253.3 302.9 (49.6) (16.4)%
Development and construction 55.1 76.6 (21.5) (28.1)%
708.7 749.6 {40.9) (5.9%
Gain on disposition of real estate 24.2 28.5 (4.3) (15.1)%
Other 1.2 1.6 (0.4) (25.0)%
734.1 779.7 (45.6) (5.8)%
Costs and Expenses:
Salaries, wages and benefits 472.8 477.6 (4.8) (1.0)%
Commissicns 87.4 94.6 (7.2) (7.6)%
General and administrative 133.8 138.3 (4.5) (3.3Y%
Depreciation 15.2 158 (0.6) (3.8)%
Amortization 2.6 8.2 (5.6) (68.3)%
interest 10.2 15.1 (4.9) (32.5)%
Writedowns due to impairment of goodwill, intangibles and investments — 32.0 (32.0) (100.0)%
Change in fair value of interest rate swap agreement — 4.8 (4.8) (100.0)%
Restructuring charges — 11.0 (11.0) (100.0)%
722.0 797.4 (75.4) (9.5)%
Income (loss) from continuing operations before income taxes, mincrity interest
and income from investments in unconsolidated subsidiaries 12.1 (17.7) 29.8 (168.4)%
Income tax (expense; benefit (5.4) 5.9 (11.3) (191.5)%
Minority interest, net of income taxes 1.6 0.9 0.7 77.8%
Income from investments in unconsolidated subsidiaries, net of income taxes 5.0 b.7 0.7) (12.3)%
Income (loss) from continuing operations 13.3 (5.2) 18.5 (355.8)%
Income from discontinued operations, net of income taxes 3.4 — 3.4 100.0%
Net income {loss) $16.7 $ (5.2) $21.9 (421.2)%

Revenues. Facilities management revenue growth primarily resulted from the addition of several new customers and the
expansion of services provided to existing customers, offset by customer losses. The increase in revenue was partially offset by a
charge to revenue of $1.1 million in 2002, due to the writedown for impairment in the value of an intangible asset. The intangible
asset written down included upfront cash payments to a customer made upon inception of the underlying management contract
in a previous year. The Company and the customer mutually agreed to terminate the contract in 2002 and accordingly, the value of
the related intangible asset was written down to zero. Reimbursement of salaries, wages, benefits and out-of-pocket general and
administrative costs, a component of facilities management revenue, increased $33.7 million to $180.9 million in 2002, from
$147.2 million in 2001. The composition of facilities management revenue, including management fees and reimbursements, can
vary significantly from period to period based on the structure of the underlying management agreements in effect in each period.

While the Company had a slight increase in the number of tenant representation brokers in 2002 as compared o 2001,
corporate advisory services revenue decreased due to a reduction in transaction volume and value as a result of increased reluctance
on the part of customers and others to make new real estate commitments due to the downturn in the economy, which resulted in
decreased demand for commercial space.

Revenues from project management services increased as a result of the addition of several new customers and the expansion
of services provided to existing customers. The increase was partially offset by the loss of certain customers and a reduction in
project spending by certain other user customers as a result of the deterioration in the economy. Additionally, 2001 revenues reflect a
charge to revenue of $2.1 million due to the writedown for impairment in the value of an intangible asset comprised of upfront cash
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payments made to a customer upon inception of the underlying management agreement in a previous year. The Company
determined that the future cash flows from the underlying agreement did not support the value of the intangible and it was the
Company’s intent to terminate the agreement. The management agreement was subsequently terminated in 2002.

Property management revenue decreased, primarily as a result of the Faison Sale in the first quarter of 2002. Revenue also
decreased due to an overall reduction in average square footage under management, as compared to the prior year, primarily as a result
of the Company’s exit from certain unprofitable markets. Reimbursement of salaries, wages, benefits, and out-of-pocket general and
administrative costs (a component of property management revenue) decreased from $83.4 million in 2001 to $70.1 million in 2002,

Brokerage revenue decreased due to a reduction in transaction volume and value as a result of increased reluctance on the part
of customers and others to make new real estate commitments due to the downturn in the economy and uncertain economic
outlook. The economic downturn resulted in decreased demand for commercial space, which, in turn, drove a decrease in the average
number of project leasing and investment sales brokers employed by the Company during 2002, as compared to the prior year.

The decrease in construction management revenues from 2001 to 2002 is primarily atuibutable to a reduction in transaction
volume due to increased reluctance on the part of customers and others to make new real estate commitments due to the downturn
in the economy, in addition to a decrease in the average square footage managed by the Company. Also, a portion of the decrease
in construction management revenues was driven by the Company’s disposition of several construction businesses in the second half
of 2001 and in 2002.

Development and construction revenues decreased due to a decrease of $17.0 million in development fees and incentive
development fees, as well as revenue generated from services including construction bidding and management, project closeout,
and general contracting. The decrease is a result of a reduction in transaction volume due to an increasing reluctance on the part
of customers and others to make new real estate commitments due to the downturn in the economy and uncertain economic
outlook. In addition, rental revenues decreased $2.5 million in 2002, primarily due to the sale of various operating properties that
generated rental revenues in 2001.

In 2002, the Company sold 36 real estate projects for an aggregate net sales price of §142.1 million, resulting in an aggregate
gain on disposition of $24.2 million, including recognition of deferred gain of $0.9 million relating to dispositions in previous
periods. In addition, in 2002 the Company sold four real estate projects with an aggregate net sales price of $31.2 million for which
the Company did not have any significant continuing involvernent in the operations of the projects after their disposal. The
aggregate gain on disposition of $6.6 million (before income taxes) for these four sales is reflected as discontinued operations,
rather than gain on disposition of real estate, in accordance with the requirements of FAS 144. In 2001, the Company sold 46
real estate projects for an aggregate net sales price of $170.4 million, resulting in an aggregate gain on disposition of $28.5 million
(before income taxes), inclhuding recognition of deferred gain of $0.3 million relating to dispositions in previous periods.

Costs and Expenses. The Company’s costs and expenses decreased in 2002, primarily due to the Company’s 2001 recognition of
$32.0 million of writedowns due to impairment of goodwill, intangibles and investments, offset by $2.3 million of related minority
interest income. In 2001, the Company also recorded $4.8 million due to the change in fair value of its interest rate swap agreement,
which was offset by a benefit to interest expense of $0.6 million, and recorded $11.0 million in restructuring charges. See below
for further discussion.

Salaries, wages and benefits expense decreased in 2002 due o a $28.2 million decrease in salaries and benefits for unreimbursed
employees, as a result of the Company’s cost reduction efforts begun in second quarter 2001, offset by a $23.4 million increase in
salaries and benefits for reimbursed employees associated with growth in reimbursed headcount (resulting primarily from growth in
the Company’s outsourcing business).

The decrease in commission expense was primarily driven by the overall decrease in the Company’s corporate advisory services
and brokerage revenue, due to a reduction in transaction volume and value as a result of increased reluctance on the part of
customers and others to make new real estate commitments due to the downturn in the economy and uncertain economic outlook,
which resulted in decreased demand for commercial space. The percentage decrease in commission expense does not correspond
directly to the percentage decrease in corporate advisory services and brokerage revenue due to changes made to compensation
structures for various project leasing and investment sales brokers at the beginning of 2002; the compensation structures in 2002
inciude less fixed compensation and more variable compensation at higher commission rates.

The overall decrease in general and administrative expenses was comprised of an 88.4 million decrease in costs that are not
reimbursed by customers, offset by a $3.9 million increase in out-of-pocket general and administrative expenses that are reimbursed
by customers. The decrease in unreimbursed general and administrative expenses was the result of company-wide cost reduction
efforts undertaken beginning in the second quarter of 2001. The Company’s cost reductions were partially offset by costs associated
with the Company’s efforts to restructure or exit several outsourcing contracts that were unprofitable or otherwise judged likely
to be unsuccessful in the long run. General and administrative expenses in 2002 also include $2.4 million for provision for losses on
real estate due to impairment and for adjustments to carrying value of real estate assets reclassified from real estate held for sale to
real estate held for investment, while provision for losses on real estate due to impairment totaled $0.4 million in 2001.
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The decrease in depreciation and amortization expenses is primarily the result of a decrease in amortization expense of $5.6
million in 2002. $4.7 million of this decrease was due to the Company’s adoption of FAS 142, which provides that goodwill and
intangible assets deemed to have indefinite lives are no longer amortized, effective January 1, 2002. In addition, the Company also
incurred less amortization expense as a result of intangible asset writedowns recorded in the fourth quarter of 2001.

The decrease in interest expense is a result of lower interest rates related to the Company’s revolving line of credit and lower
average outstanding balances in 2002. In addition, in 2002 the Company recorded $3.6 million of payments against its interest rate
swap agreement liability as compared to $0.6 million of such payments in 2001. These payments would have been recorded to
interest expense had the interest rate swap agreement not been designated as an effective hedge as of November 1, 2001.

In 2001, the Company recorded writedowns due to impairment of goodwill, intangibles and investments of $32.0 million, offset
by $2.3 million of related minority interest. Of these writedowns, $20.5 million is due to impairment of goodwill and related
intangibles recorded in connection with the Company’s acquisition of portions of the businesses of Faison & Associates and Faison
Enterprises, Inc. The impairment resulted from 2001 operating losses and declining forecasts for future operations in the retail
center development and mall management portions of these businesses (primarily due to continuing consolidation of regional mall
ownership into REITs, which tend to selfmanage their properties), in addition to the losses of several large management agreements
in 2001, which left the Company with no significant business in certain geographic areas. The writedown included 100% of the
goodwill attributable to the retail center development and mall management businesses and the business units affected by management
agreement losses. Effective March 1, 2002, the Company sold the retail center development and mall management businesses
to an affiliate of Faison Enterprises (the Faison Sale). The Company retained the net working capital in these businesses and carried
interests in certain development projects, but otherwise received nominal consideration upon completion of the transaction.

Also included in the Company’s total 2001 writedowns is a writedown of $4.8 million, offset by $2.3 million of related minority
interest, due to impairment of goodwill recorded in connection with the Company’s 2000 expansion with Savills of Trammell Crow
Savills Asia-Pacific. The impairment resulted from 2001 operating losses and business strategy changes that impact the Company’s
growth strategy in Asia-Pacific markets. The Company intends to allocate existing or additional resources to Asia-Pacific markets
as its U.S. customers require services in these markets but does not intend to aggressively pursue new customers in these markets.
In 2002, Trammell Crow Savills Asia-Pacific sold three of its operations, primarily engaged in project management services, to an
unrelated third party.

In addition, the Company recorded $5.5 million of the total writedowns to reflect impairment in the value of certain e-commerce
investments made in 1999, 2000 and 2001. The impairment was triggered by: (i) the status at the time of the writedowns of the
e-commerce industry (many technology companies had ceased operations, the availability of capital for e<commerce and Internet
companies had been dramatically reduced, and the Dow Jones Internet Index was down) and (ii) the financial status of the
companies in which the Company has invested. In evaluating the extent of the impairment related to its e-commerce investments,
the Company considered the following factors: (i) 2001 financial results of the investees versus their original business plans,

(ii) the value of the investee companies based on solicitations for additional financing, (iii) the investees’ revised business plans and
(iv) the investees’ need for and limited availability of future funding.

The remaining $1.2 million of writedowns in 2001 related to various investment and asset impairments, none of which were
individually significant to the Company.

On September 1, 2002, as a result of a decrease in the Company’s floating interest rate debt, the Company dedesignated $50.0
million of the Company’s $150.0 million interest rate swap agreement previously designated as a hedge in order to maintain the
relationship between the notional amount of the designated portion of the interest rate swap agreement and the amount of the
Company’s floating rate debt. On November 30, 2002, an additional $25.0 million was dedesignated. As a result of these changes,
the Company recognized $0.1 million of expense in 2002 related to the change in fair value of the portion of the interest rate swap
agreement that is not designated as a hedge. Prior to November 1, 2001, the $150.0 million interest rate swap agreement was not
effectively designated as a hedge (although it was entered into for hedging purposes), and the Company recognized changes in fair
value in current period earnings. This resulted in $4.8 million being recognized as expense related to the interest rate swap
agreement for the period from January 1, 2001, through October 31, 2001, due to a change in fair value of the interest rate swap
agreement. As of November 1, 2001, the Company effectively elected hedge accounting treatment and began using the hypothetical
derivative method as defined by Statement of Financial Accounting Standards No. 133, Accounting for Derivatives Instruments and
Hedging Activities (“FAS 133"}, to measure hedge effectiveness for its interest rate swap agreement.

During 2001, the Company incurred a total of $11.0 million in restructuring charges as a result of an internal reorganization
of its business designed to consolidate all of the property and facilities management, brokerage and corporate advisory, and
construction and project management services delivered to both user and investor customers under a single leadership structure.
As part of the reorganization, the Company terminated approximately 300 employees across all functions and levels as part of a
cost-cutting effort focusing on inefficiencies and redundancies. The Company incurred restructuring charges of $3.7 million related
to these terminations. In addition, also in 2001, the Company formalized and communicated its previously announced internal
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reorganization designed to centralize and improve the efficiency of its accounting operations. The accounting restructuring plan
contemplated the termination of approximately 200 accounting personnel, 80 of whom ultimately resigned or were placed into
open positions or onto new customer accounts. The Company incurred restructuring charges of §1.5 million related to these
terminations. Also as part of its restructuring plans, in 2001, the Company closed several offices and identified offices with excess
space that it intends to sublease to third parties. The Company recorded $5.8 million of restructuring charges related to these
activities, primarily comprised of future rent charges and cost to sublease (offset by estimated future sublease income) and
miscellaneous future and equipment write-offs. No restructuring charges were incurred in the year ended December 31, 2002.

Income (Loss) from Continuing Operations Before Income Taxes, Minority Interest and Income from Investments in
Unconsolidated Subsidiaries. The Company’s income from continuing operations before income taxes, minority interest, and income
from investments in unconsolidated subsidiaries increased due to the fluctuations in revenues and expenses described above.

Minority Interest, Net of Income Taxes. The increase in minority interest, net of income taxes, is primarily a result of larger
2002 losses in consolidated entities in which outside parties have an interest, as compared to 2001. In addition, in 2001, the
Company recorded $2.3 million of minority interest income related to goodwill writedowns associated with Trammell Crow Savills
Asia-Pacific.

Income from Investments in Unconsolidated Subsidiaries, Net of Income Taxes. Income from investments in unconsolidated
subsidiaries fluctuates from period to period based on the volume and profitability of transactions carried out by the underlying
unconsolidated subsidiaries. The Company’s share of income from such transactions is typically driven by its ownership percentage
in the unconsolidated subsidiaries.

Income (Loss) from Continuing Operations. The Company’s income (loss) from continuing operations increased due to the
fluctuations in revenues and expenses above.

Income from Discontinued Operations, Net of Income Taxes. The Company’s income from discontinued operations, net of
income taxes, related to the operations and gains on dispositions of real estate for three real estate properties that were considered
components of an entity under FAS 144 and in which the Company retained no continuing involvement. There were no such
discontinued operations in 2001 because, prior to the adoption of FAS 144, the operations and gains on dispositions of real estate
were included in income (loss) from continuing operations. As a result of applying the provisions of FAS 144, the Company
expects a greater amount of its activities to be classified as discontinued operations in future periods.

Net Income (Loss). Net income (loss}) increased due to the fluctuations in revenues and expenses described above, partially
offset by an increase in income taxes as a result of an increase in the Company’s effective tax rate. The increased effective tax rate is
the result of a valuation allowance taken in the second quarter of 2002 against international loss carryforwards for which the
Company believes recoverability is uncertain in the current economic climate.

Quarterly Results of Operations and Seasonality

The following table presents unaudited quarterly results of operations data for the Company for each of the eight quarters in 2003
and 2002. This quarterly information is unaudited but, in the opinion of management, reflects all adjustments (consisting only

of normal recurring adjustments) necessary for a fair presentation of the information for the periods presented. The results of
operations for any quarter are not necessarily indicative of results for any future period. Revenues and net income during the
fourth fiscal quarter historically have been somewhat greater than in each of the first three fiscal quarters, primarily because the
Company’s customers have demonstrated a tendency to close transactions toward the end of the fiscal year. The timing and
introduction of new contracts, the disposition of investments in real estate assets and other factors may also cause quarterly fluctuations
in the Company’s results of operations.

Quarter Ended (in thousands) March 31 June 30 September 30 December 31
2003:

Total revenues $160,785 $169,305 $167,272 $210,470
Income (loss) from discontinued operations, net of income taxes™ 879 12 (167) 2,054
Net income 1,144 3,072 1,783 15,041
2002:

Total revenues $172,127 $178,941 $177,489 $205,539
Income (loss) from discontinued operations, net of income taxes" (22) (14) 844 2,547
Net income 196 3,744 3,731 8,9822

(1) Discontinued operations include the operations of real estate propertics and gain on disposition of real estale properites held for sale or sold in which the Company retained or
expects lo vetain no continuing involvement, in accordance with FAS 144.

(2) In the fourth quarter of 2002, the Company recorded $1,260 of provision for losses on veal estate and a 3212 charge to income from invesiments in unconsolidated subsidiaries
(before income laxes) as a resull of reclassifying cevtain assets previousty classified s real estate held for sale 1o real estate held for investment, partially offset by 3514 of related
minorily interest, in accordance with FAS 144.
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Liquidity and Capital Resources

The Company’s liquidity and capital resources requirements include the funding of working capital needs, primarily costs incurred

in providing services to its customers before collection of related billings; the funding of capital investments, including the acquisition
of or investments in other real estate service companies; the repurchase of its shares if authorized by the Board of Directors;
expenditures for real estate and payments on notes payable associated with its development and investment activities; and
expenditures related to upgrading the Company’s management information systems. The Company finances its operations with
internally generated funds and borrowings under the Credit Facility (described below). The portion of the Company’s development
and investment business that includes the acquisition and development of real estate is financed with loans secured by underlying
real estate, external equity, internal sources of funds, or a combination thereof.

Net cash provided by operating activides totaled $48.8 million for the year ended December 31, 2003, compared to $71.9 million
for the same period in 2002. Cash provided by operating activities, exclucling the change in real estate and related borrowings,
decreased to $52.4 million in 2003, compared to $62.6 million in 2002, primarily due to greater collections of accounts receivable in
2002, due to higher average receivable balances in 2002. In addition, cash used in real estate activities (exclusive of real estate held
for investment), net of related borrowings, was $3.6 million in 2003, compared to $9.3 million of net cash provided by real estate
activities, net of related borrowings, for the same period in 2002, primarily driven by a lower number of real estate dispositions in 2003.

Net cash provided by investing activities totaled $3.9 million for the vear ended December 31, 2003, compared to $4.7 million
for the same period in 2002. This change is partially due to capital expenditures for furniture and equipment, primarily related to
the Company’s upgrades of computer equipment, of $10.5 million in 2003, compared to capital expenditures of $4.3 million in
2002. In addition, the decrease in cash was due to $9.8 million of expenditures made in 2003 related to real estate classified as “held
for investment” in accordance with FAS 144. Prior to December 31, 2002, all of the Company’s real estate was classified as “held
for sale,” and the related cash flows were all included as operating activities. These decreases in cash were offset by distributions from
investments in unconsolidated subsidiaries, net of contributions, of $24.2 million in 2003, compared to $7.1 million in 2002, driven
by several significant dispositions of underlying real estate projects. In addition, cash provided by investing activities in 2002 included
consolidation of certain entities previously accounted for under the equity method that had cash balances totaling $1.9 million.

Net cash used in financing activities totaled $25.1 million for the year ended December 31, 2003, compared to $36.6 million
for the same period in 2002. This change is primarily attributable to the Company’s repurchase of common stock through its
repurchase program in 2003 of $10.4 million and principal payments, net of additional borrowings, in 2003 of $11.8 million,
primarily under the Credit Facility (described below), compared to principal payments, net of additional borrowings, of
$37.9 million in 2002. In addition, the Company made distributions, net of contributions, to niinority interest holders of $8.0 million
in 2003, compared to $3.0 million in 2002. The Company also received $3.2 million in 2003 from the exercise of stock options
and issuance of common stock, compared to $4.3 million in proceeds from the exercise of stock options and issuance of common
stock in 2002. Also, in 2003, the Company received proceeds from borrowings, net of payments, of $1.9 million under notes
payable on real estate held for investment.

In June 2002, the Company obtained a $150.0 million revolving line of credit (the “Credit Facility”) arranged by Bank of
America, N.A., as the administrative agent (the “Administrative Agent”), which replaced the Company’s previous $150.0 million
revolving line of credit. Under the terms of the Credit Facility, the Company can obtain loans, which are Base Rate Loans or
Eurodollar Rate Loans. Base Rate Loans bear interest at a base rate plus a margin up to 0.75% depending on the Company’s
leverage ratio. The base rate is the higher of the prime lending rate announced from time to time by the Administrative Agent
or an average federal funds rate plus 0.5%. Eurodollar Rate Loans bear interest at the Eurocurrency rate plus a margin, which ranges
from 1.75% to 2.5%, depending upon the Company’s leverage ratio. The Credit Facility contains various covenants such as the
maintenance of minimum equity, liquidity, revenues, interest coverage ratios and fixed charge ratios. The Credit Facility also
includes restrictions on recourse indebtedness and total indebtedness, restrictions on liens and certain restrictions on
investments and acquisitions that can be made by the Company. In addition, the Company may not pay dividends, repurchase
common shares, or make other distributions on account of its common stock exceeding 50% of the previous year’s net income
before depreciation and amortization. The Credit Facility is guaranteed by certain significant subsidiaries of the Company and is
secured by a pledge of stock of such significant subsidiaries and a pledge of certain intercompany indebtedness.
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The Company’s participation in derivative transactions has been limited to hedging purposes, and derivative instruments are not
held for trading purposes. The Credit Facility requires the Company to enter into one or more interest rate agreements for the
Company’s floating rate indebtedness in excess of $30.0 million (other than construction loans under which interest is capitalized in
accordance with accounting principles generally accepted in the United States (“GAAP")) ensuring the net interest on such excess
is fixed, capped or hedged. In March 2001, the Company renewed an existing interest rate swap agreement for a two-year period
ending March 24, 2003, with a fixed interest pay rate of 4.68% and a notional amount of $150.0 million. The interest rate swap
agreement expired on March 24, 2003, and the related weighted average receive rate was 1.37% for the three months ended March
31, 2003. Subsequent to the expiration of the interest rate swap agreement, the Company has entered into various short-term
interest rate agreements to comply with the requirements of the Credit Facility. In December 2003, the Company entered into an
agreement to lock the LIBOR based interest rate on its $10.0 million of borrowings outstanding under the Credit Facility for 90 days.
Seeking to mitigate the impact of interest rate fluctuations on its other floating rate debt, in December 2003, the Company also
entered into an interest rate cap agreement with a notional amount of $10.0 million expiring March 24, 2004, under which the
Company will receive payments if the 30-day LIBOR based interest rate exceeds 1.3%. The interest rate cap agreement has been
designated an effective hedge, and to the extent the hedging relationship remains effective, changes in fair value of the interest rate
cap agreement will be recorded in other comprehensive income.

The Company also has a $25.0 million discretionary line of credit (the “Discretionary Line”) with Bank of America, N.A. Each
loan obtained by the Company under the Discretionary Line matures in five business days, but no later than June 28, 2004, and
bears interest ar. a rate agreed upon between the Company and the bank. Borrowings under the Discretionary Line are unsecured
and reduce borrowing capacity under the Credit Facility.

At December 31, 2003, the Company had outstanding borrowings of $10.0 million under the Credit Facility and no borrowings
outstanding under the Discretionary Line. The covenants contained in the Credit Facility and the amount of the Company's other
borrowings and contingent liabilities may have the effect of limiting the credit available to the Company under the Credit Facility to
an amount less than the $150.0 million commitment. As it takes longer for the Company to dispose of real estate investments in a
weaker economy, the current economic slowdown could adversely impact the Company'’s ability to comply with certain of the real
estate related financial covenants in the Company’s Credit Facility, which could negatively impact the Company’s borrowing
capacity. Also, since many of the financial covenants in the Credit Facility are dependent on the Company’s “EBITDA,” as defined in
the Credit Agreement and calculated on a trailing four quarter basis, a decline in the Company’s overall operations could
adversely impact the Company’s ability to comply with these financial covenants and, in turn, the Company’s borrowing capacity or
the amount of its investments in real estate. The Company’s unused borrowing capacity (taking into account letters of credit and
borrowings outstanding) under the Credit Facility was $124.1 million at December 31, 2003. The Company expects to continue to
borrow under the Credit Facility to finance future strategic acquisitions, fund its co-investment activities and provide the Company
with an additional source of working capital.

The Company has various contractual obligations at December 31, 2003, that could impact its liquidity as summarized below
(in millions):

Contractual Obligations
Payments due by Period

Less than After
Total 1 year 1-3 years 3-5 years 5 years

Long-term debt ! $ 11.1 $ 1.1 $10.0 $ — $ —
Capital lease obligations . 2.0 1.3 0.7 — —
Operating leases 58.7 203 25.7 9.4 3.3
Notes payable on real estate (recourse) @ 10.4 6.8 3.69 — —
Notes payable on real estate (nonrecourse) @ 929 31.2 21.4 40.3 —
Other obligations ) 5.8 5.8 — — —

Total Contractua! Obligations $180.9 $66.5 $61.4 $49.7 $3.3
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Other Commitments

Amount of Commitments by Time of Expiration

Total Amounts Less than After
Committed 1 year 1-3 years 3-5 years 5 years
Standby letters of credit $ 89 $ 88 $0.1 $ — $ —
Guarantees 49 3.2 1.7 — —
Capital commitments 3.0 3.0 — — —
Total Commitments $16.8 $15.0 $1.8 $ — $ —

(1) Primarily relates to borrowings under the Credit Facility and excludes related interest payments, which accrue at a variable rate, or 2.92% at December 31, 2003.

(2) Includes notes related to the Company’s various real estate projects and excludes future interest. The notes have either fixed or variable interest rates, ranging from 3. 22%
to 12% at December 31, 2003. In general, interest is drawn on the underlying construction loan and subsequently paid with principal with proceeds upon sale of the
real estate project.

(3) With respect to a project to which $3.0 million of these obligntions relate, the Company has an agreement with an investor customer to purchase the project upon completion,
the proceeds of which witl be used to repay the related note payable.

The Company does not anticipate paying any dividends in the foreseeable future. The Company believes that funds generated from
operations, together with existing cash and available credit under the Credit Facility and loans secured by underlying real estate,
will be sufficient to finance its current operations, planned capital expenditure requirements, payment obligations for development
purchases, share repurchases, acquisitions of service companies and internal growth for the foreseeable future. The Company’s
need, if any, to raise additional funds to meet its working capital and capital requirements will depend upon numerous factors,
including the success and pace of its implementation of its growth strategy. The Company regularly considers capital raising
alternatives to be able to take advantage of available avenues to supplement its working capital, including strategic corporate
partnerships or other alliances, bank borrowings and the sale of equity and/or debt securities.

In May 2001, the Company announced that its Board of Directors had approved a stock repurchase program. The repurchase
program authorized the repurchase of up to $15.0 million of the Company’s common stock from time to time in open market
purchases or through privately negotiated transactions. The repurchase program was completed during the second quarter of 2003
and resulted in the repurchase of 1,593,900 shares at an average cost of $9.41 per share. The purchases were made with funds
generated from operations and existing cash. The Company placed the repurchased shares in treasury. The Company intends to
reissue such shares in connection with the Company’s employee stock purchase plan and option exercises or restricted stock grants
under the Company’s long-term incentive plan and other equity-based incentive plans, as well as for other corporate purposes.

Off-balance Sheet Arrangements
The Company does not have any off-balance sheet arrangements, as defined in Regulation $-K Item 303(a) (4) (ii) (A)-(D), that
have or are reasonably likely to have a current or future effect on the Company’s financial condition, changes in financial condition,

revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that is material to investors.

Quantitative and Qualitative Disclosures About Market Risk
The Company’s primary market risk exposure is to changes in interest rates. The Company is exposed to market risk related to its
Credit Facility and loans secured by real estate properties as discussed in Liquidity and Capital Resources. The Credit Facility and the
majority of the loans secured by real estate bear interest at variable rates and are subject to fluctuations in the market. From time
to time, the Company purchases interest rate agreements to hedge a portion, but not all, of its exposure to fluctuations in interest rates.
If an increase or decrease in market interest rates of 100 basis points were to have occurred at December 31, 2003, the
Company’s total estimated interest costs for 2004 would increase or decrease, and estimated income from continuing operations
before income taxes, minority interest and income from investments in unconsolidated subsidiaries would decrease or increase
accordingly, by approximately $0.9 million. This analysis includes the effects of the Company’s interest rate cap agreement with a
notional amount of $10.0 million and the Company’s arrangement to lock the interest rate on its $10.0 million of debt outstanding
under its Credit Facility, both of which expire March 24, 2004. The Company’s sensitivity analysis is based on borrowings outstanding
as of December 31, 2003, If the market interest rates for variable rate debt had been 100 basis points higher or lower in 2003, the
Company's total interest costs would have increased or decreased accordingly, and income from continuing operations before income
taxes, minority interest and income from investments in unconsolidated subsidiaries would have decreased or increased
accordingly, by approximately $0.4 million, after considering the effect of the interest rate agreements in effect during 2003.
Interest costs include both interest that is expensed and interest that is capitalized as part of the cost of real estate. A portion of




the interest relating to the Company’s real estate debt ($103.3 million at December 31, 2003) is capitalized. This analysis does not
consider the effects of the reduced level of overall economic activity that could exist in a higher interest rate environment.

The Company’s earnings are somewhat affected by fluctuations in the value of the U.S. dollar as compared to foreign currencies
as a result of its operations in Canada, Europe, Asia and Australia. At December 31, 2003, a uniform 10% strengthening or
weakening in the value of the dollar relative to the currencies in which the Company’s foreign operations are denominated would
result in an estimated decrease or increase accordingly in income from continuing operations before income taxes, minority interest
and income from investments in unconsolidated subsidiaries of approximately $0.4 million for the year ending December 31, 2004.
If, during the year ended December 31, 2003, a uniform 10% strengthening or weakening in the value of the dollar relative to the
currencies in which the Company’s foreign operations are denominated had occurred, it would have resulted in a decrease or
increase accordingly in income from continuing operations before income taxes, minority interest and income from investments in
unconsolidated subsidiaries of approximately $0.3 million. These calculations assume that each exchange rate would change in
the same direction relative to the U.S. dollar and are based on either the Company’s actual 2003 or an estimate of 2004 income from
continuing operations before income taxes, minority interest and income from investments in unconsolidated subsidiaries from
foreign operations. The Company’s sensitivity analysis of the effects of changes in foreign currency exchange rates does not factor in
potential changes to its 2004 anticipated level of foreign operations or local currency prices.

Effects of Inflation

The Company does not believe that inflation has had a significant impact on its results of operations in recent years. However, there
can be no assurance that the Company’s business will not be affected by inflation in the future.

Forward-Looking Statements

Certain statements contained or incorporated by reference in this Annual Report, including without limitation statements
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containing the words “believe,” “anticipate,” “forecast,” “will,” “may,” “expect,” “envision,” “project,” “budget,” “target,” “estimate,”
“should,” “intend,” “foresee,” “look for” and words of similar import, are forward-looking statements within the meaning of the
federal securities laws. Such forward-looking statements involve known and unknown risks, uncertainties and other matters which
may cause the actual results, performance or achievements of the Company or industry results to be materially different from any
future results, performance or achievements expressed or implied by such forward-looking statements. Such risks, uncertainties and

other matters include, but are not limited to:

+ the timing of individual transactions,

* the ability of the Company to identify, implement and maintain the benefit of cost reduction measures and achieve economies
of scale,

¢+ the ability of the Company to compete effectively in the international arena,

* the ability of the Company to retain its major customers and renew its contracts,

* the ability of the Company to attract new user and investor customers,

* the ability of the Company to manage fluctuations in net earnings and cash flow which could result from the Company’s
participation as a principal in real estate investments,

* the Company's ability to continue to pursue its growth strategy,

* the Company’s ability to pursue strategic acquisitions on favorable terms and manage challenges and issues commonly
encountered as a result of those acquisitions,

¢ the Company’s ability to compete in highly competitive national and local business lines, and

¢ the Company's ability to attract and retain qualified personnel in all areas of its business (particularly senior management).

In addition, the Company’s ability to achieve certain anticipated results will be subject to other factors affecting the Company's
business that are beyond the Company’s control, including but not limited to general economic conditions (including the cost
and availability of capital for investment in real estate and customers’ willingness to make real estate commitments) and the effect
of government regulation on the conduct of the Company’s business. Given these uncertainties, readers are cautioned not to
place undue reliance on such forward-looking statements. The Company disclaims any obligation to update any such statements
or publicly announce any updates or revisions to any of the forward-looking statements contained herein to reflect any change

in the Company’s expectation with regard thereto or any change in events, conditions, circumstances or assumptions underlying
such statements. ‘
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Board of Directors and Stockholders

Trammell Crow Company

We have audited the accompanying consolidated balance sheets of Trammell Crow Company and Subsidiaries as of December 31,
2003 and 2002, and the related consolidated statements of operations, stockholders’ equity, cash flows and comprehensive income
(loss) for each of the three years in the period ended December 31, 2003. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits,

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Trammell Crow Company and Subsidiaries at December 31, 2003 and 2002, and the consolidated results
of their operations and their cash flows for each of the three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, in 2002 the Company changed its method of accounting

St ¥ MLLP

for goodwill.

Dallas, Texas
February 13, 2004




December 31, (in thousands, except share and per share data) 2003 2002
Assets
Current assets
Cash and cash equivalents $105,616 $ 78,005
Restricted cash 7,647 8,921
Accounts receivable, net of allowance for doubtful accounts of $3,886 in 2003 and $4,663 in 2002 97,479 116,316
Receivables from affiliates 1,593 3,838
Notes and other receivables 9,944 14,806
Deferred income taxes 3,754 3,654
Real estate under development 49,208 2,008
Real estate and other assets held for sale 14,684 50,969
Other current assets 21,897 8,498
Total current assets 311,822 287,015
Furniture and equipment, net 21,305 23,172
Deferred income taxes 19,898 20,904
Real estate under development 6,345 57,254
Real estate held for investment 98,076 65,108
Investments in unconsolidated subsidiaries 65,025 71,463
Goodwill, net 74,346 74,178
Receivables from affiliates 14,485 —
Other assets 18,824 22,972
$630,126 $622,066
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable $ 16,183 $ 20,175
Accrued expenses 116,731 105,102
Payables to affiliates 104 —
Income taxes payable 7,468 3,121
Current portion of long-term debt 1,081 70
Current portion of capital lease cbligations 1,297 2,989
Current portion of notes payable on real estate 68,192 28,854
Liabilities related to real estate and other assets held for sale 12,695 40,260
Other current liabilities 9,894 8,124
Total current liabilities 233,645 208,695
Long-term debt, less current portion 10,014 19,000
Capital lease obligations, less current portion 714 658
Notes payable on real estate, less current portion 22,769 45,402
Other liabilities 6,459 86
Total liabilities 273,601 273,841
Minority interest 28,896 39,871
Stockholders' equity
Preferred stock; $0.01 par value; 30,000,000 shares autherized; none issued or outstanding —_ —
Common stock; $0.01 par value; 100,000,000 shares authorized; 37,783,595 shares issued
and 36,862,242 shares outstanding in 2003, and 36,227,820 shares issued and
36,179,173 shares outstanding in 2002 377 362
Paid-in capital 192,336 178,977
Retained earnings 151,560 130,874
Accumulated other comprehensive income {loss) 1,106 (588)
Less: Treasury stock (8,363) (464)
Unearned stock compensation, net (9,387) (B0g)
Total stockholders’ equity 327,629 308,354
$630,126 $622,066

See accompanying notes.
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Years Ended December 31, (in thousands, except share and per share data) 2003 2002 2001
Revenues
User Services:
Facilities management $ 208,936 $ 233,756 $ 201,573
Corporate advisory services 123,335 108,414 115,599
Project management services 65,500 58,134 52,973
397,771 400,304 370,145
Investor Services:
Property management 143,727 147,613 174,279
Brokerage 95,593 95,657 115,463
Construction management 10,736 10,006 13,082
250,056 253,276 302,824
Development and construction 44,277 55,112 76,630
692,104 708,692 749,599
Gain on disposition of real estate 13,420 24,218 28,456
Other 2,308 1,186 1,596
707,832 734,096 779,651
Costs and Expenses
Salaries, wages and benefits 452,195 472,810 477,628
Commissions 98,957 87,396 94,655
General and administrative 120,516 133,736 138,308
Depreciation 15,001 15,236 15,811
Amortization 1,991 2,579 8,164
Interest 7,074 10,219 15,057
Writedowns due to impairment of goodwill, intangibles and investments — — 31,968
Change in fair value of interest rate swap agreement — — 4,809
Restructuring charges — — 10,952
695,734 721,976 797,352
Income (loss) from continuing operations before income taxes, minority interest
and income from investments in unconsolidated subsidiaries 12,098 12,120 (17,701)
Income tax (expense) benefit (4,906) (5,402) 5,893
Minority interest, net of income tax expense of $839, $1,302 and $662 in 2003,
2002 and 2001, respectively 1,231 1,619 880
Income from investments in unconsolidated subsidiaries, net of income tax expense
of $6,711, $3,988 and $4,305 in 2003, 2002 and 2001, respectively 9,839 4,961 5,717
Income (loss) from continuing operations 18,262 13,298 (5,211)
Income from discontinued operations, net of income tax expense of $1,894 and
$2,699 in 2003 and 2002, respectively 2,778 3,355 —
Net income (loss) $ 21,040 $ 16,653 $ (5,211)
Income (loss) per share from continuing operations:
Basic $ 0.51 $ 0.38 $ (0.15)
Dituted $ 0.49 $ 0.36 $ (0.15)
Income per share from discontinued operations, net of income taxes:
Basic $ 0.08 $ 0.09 $ —
Diluted $ 0.08 $ 0.09 $ —
Net income (loss) per share:
Basic $ 0.59 $ 0.47 $ (0.15)
Diluted $ 0.57 $ 0.45 $ (0.
Weighted average common shares outstanding:
Basic 35,572,493 35,741,754 35,356,710
Diluted 36,780,515 36,797,012 35,356,710

See accompanying notes.




Accumulated

Common Com;?r;ie;nsive Unearned
Years ended December 31, 2003, 2002 and 2001 Comman Shares Stock Par  Paid-In Retained Income Treasury Stock
(in thousands, except share data) issued Treasury Value Capital Earnings (Loss) Stock Compensation Total
Balance at January 1, 2001 35,850,308 500,736 $358 $176374 $123,207 $ (366) $ (5841} % (2,773) $290,959
Net loss — —_ — — (5,211) — — — (5,211
Issuance of restricted stock — (7,562) — — 2) — 88 (86) -—
Forfeiture of restricted stock — 39,992 — (132) — — (410) 275 (267)
Amartization of unearned stock
compensation —_ — — — — — — 1,192 1,192
Issuance of common stock 29,207 (697,574) 1 112 (2,910) — 7,856 — 5,059
Stock repurchase — 459,500 — — _ — (4,644) — (4,644)
Foreign currency translation
adjustments, net of tax — — — — —_ (1,094) — — (1,094)
Change in fair value of interest rate
swap agreement, net of tax — — — — — 129 — — 129
Batance at December 31, 2001 35,879,515 295,092 359 176,354 115,084 (1,331) (2,951) (1,392) 286,123
Net income —_ — — — 16,653 — — — 16,653
Issuance of restricted stock 30,000 — — 417 —_ — — (417) —
Forfeiture of restricted stock - 41,614 — (96) — —_ (398) 163 (331)
Ameortization of unearned stock
compensation — — — — — — — 840 840
tssuance of common stock 318,305 (288,059) 3 2,302 (863) — 2,885 — 4,327
Foreign currency translation
adjustments, net of tax — - — — — 1,208 — - 1,208
Change in fair value of interest rate
swap agreement, net of tax — — — — — (466) — — (466)
Balance at December 31, 2002 36,227,820 48,647 362 178,977 130,874 (589) (464) (806) 308,354
Net income — — — — 21,040 — — — 21,040
Issuance of restricted stock 1,413,000 (223,500) 14 12,269 — — 2,028 (14,311) —_
Forfeiture of restricted stock — 237,570 — (26) — - (1,996) 1,807 (215)
Amortization of unearned stock
compensation — — — — —_— — —_ 3,923 3,923
Issuance of common stock 142,775 (275,764) 1 1,116 (354) — 2,504 — 3,267
Stock repurchase — 1,134,400 — — — — (10,435) - (10,435)
Foreign currency translation
adjustments, net of tax — — —_ — —_ 1,358 _— — 1,358
Change in fair value of interest rate
swap agreement, net of tax — — — — — 337 — — 337
Bafance at December 31, 2003 37,783,595 921,353 $377 $192,336 $151,560 $ 1,106 $ (8,363) $ (9,387) $327,629

See accompanying notes.
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Years Ended December 31, (in thousands) 2003 2002 2001
Operating activities
Cash flows from earnirgs:
Net income (loss) $ 21,040 $ 16,6563 $ (5211)
Reconciliation of net income (loss) to net cash provided by earnings:
Depreciation 15,001 15,236 15,811
Amortization 1,995 2,593 8,164
Amortization of employment contracts and unearned stock compensation 5,103 2,467 2,880
Amortization of contract intangibles 2,079 2,718 3,855
Bad debt expense 2,764 4,762 4,359
Provision for losses and writedowns for impairment on real estate 5,908 2,422 420
Writedowns due to impairment of goodwill, mtang|b|es and investments — 1,149 34,044
Minority interest (2,070) (2,921) (1,542)
Deferred income tax provision (356) 4,087 (13,482)
Change in fair value of interest rate swap agreement - 72 4,809
Income from investments in unconsolidated subsidiaries (16,550) (8,949) (10,022)
Net cash provided by earnings 34,914 40,289 44,085
Changes in operating assets and liabilities:
Restricted cash 1,274 (8,921) —
Accounts receivable 16,834 39,267 (16,747)
Receivables from affiliates (12,240) 1,162 1,838
Notes receivable and other assets (7,715) 11,839 7,029
Reatl estate held for sale and under development (7,271) 35,617 (12,863)
Notes payable or real estate held for sale and under development 3,651 (26,438) 6,288
Accounts payable and accrued expenses 6,167 (15,099) 489
Payables to affiliates 104 (1,609) (282)
Income taxes payable/recoverable 4,347 148 (619)
Other liabilities 8,704 (4,392) (392)
Net cash flows (outlays) from changes in working capital 13,855 31,574 (15,259)
Net cash provided by operating activities 48,769 71,863 28,826
Investing activities
Expenditures for furniture and equipment (10,458) (4,314) (11,339
Additions to real estate held for investment (9,783) — —
Acquisitions of real estate service companies — — (1,548)
Cash related to consolidation of entities (See Note 4) — 1,873 —
Investments in unconsotidated subsidiaries (6,594) (6,975) (11,419)
Distributions from unconsolidated subsidiaries 30,737 14,113 16,444
Net cash provided by (used in) investing activities 3,902 4,697 (7,862)
Financing activities
Principal payments on long-term debt and capital lease obligations (98,695) (228,125) (389,730)
Proceeds from long-term debt 86,923 190,214 360,439
Contributions from minority interest 3,488 4,778 4,843
Distributions to minerity interest (11,497) (7,808) (14,509)
Proceeds from notes payable on real estate held for investment 5,148 — —
Payments on notes payable on real estate held for investment (3,259) — —
Purchase of common stock (10,435) — (4,644)
Proceeds from exercise of stock options 904 1,763 1,252
Proceeds from issuance of common stock 2,363 2,564 3,807
Net cash used in financing activities (25,060) (36,614) (38,542)
Net increase {decrease) in cash and cash equivalents 27,611 39,946 (17,578}
Cash and cash equivalents, beginning of year 78,005 38,059 55,637
Cash and cash equivalents, end of year $105,616 $ 78,005 $ 38,059

See accompanying notes.
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Years Ended December 31, (in thousands) 2003 2002 2001
Net income (loss) $21,040 $16,653 $(5,211)
Other comprehensive income (loss):
Foreign currency translation adjustments, net of tax expense (benefit) of $1,033
in 2003, $1,093 in 2002 and $(700) in 2001 1,358 1,208 (1,094)
Change in fair value of interest rate swap agreement, net of tax expense (benefit)
of $229 in 2003, $(317) in 2002 and $88 in 2001 337 (466) 129
Comprehensive income (loss) $22,735 $17,395 $(6,176)

See accompanying notes.
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December 31, 2003 (in thousands, exc

ept share and per share data)

Note 1. Organization and Summary of Significant Accounting Policies

Organization

Trammell Crow Company (the “Company”) is one of the largest diversified commercial real estate service companies in the United
States. The Company delivers a comprehensive range of services to leading multinational corporations, institutional investors and
other users of real estate services. In the United States, the Company is a leading provider of commercial property and facilities
management services, commercial property brokerage and transaction management services, cominercial property development
and construction services and project management services. In addition to its full service offices located throughout the United
States, the Company has offices in Canada, Europe, Asia and Latin/South America focused on the delivery of real estate services to
users of commercial real estate. The Company delivers brokerage services outside the United States through strategic alliances
with leading providers - in Europe and Asia, through Savills plc, (“Savills”) a leading property services company based in the United
Kingdom; and in Canada, through JJ Barnicke, a leading Canadian real estate services provider. The Company delivers four core
services — building management services, brokerage services, project management services and development services — to both user
and investor customers. The Company’s business is organized under two separate national leadership structures. The Global
Services Group includes substantially all of the building management services, brokerage services, and project management services
delivered to both user and investor customers. Substantially all of the Cornpany’s real estate development, capital markets and
investment activities are conducted through the Company’s Development and Investment Group.

Within the Global Services segment, with approximately 5,900 full-time equivalent (“FTE") employees, the Company provides
services to user customers, including multinational corporations, hospitals and universities that are typically the primary occupants
of commercial properties, and investor customers that are not typically the primary occupants of the commercial properties with
respect to which services are performed. The building management services provided to user customers consist primarily of facilities
management, which entails providing comprehensive day-to-day occupancy related services, principally to large corporations,
healthcare systems and other users that occupy commercial facilities in multiple locations. These services include administration and
day-to-day maintenance and repair of customer occupied facilities. Brokerage services provided to user customers include
corporate advisory services such as portfolio management and tenant representation. Project management services provided to user
customers include facility planning and project management, such as construction oversight, space planning, site consolidations,
facilities design and workspace moves, adds and changes. The building management services provided to investor customers include
property management services relating to all aspects of building operations, tenant relations and oversight of building
improvement processes. Brokerage services provided to investor customers include project leasing and investment sales services
whereby the Company advises buyers, sellers and landlords in connection with the leasing, purchase and sale of office, industrial
and retail space and land. Project management services provided to investor customers include construction management services
such as space planning and tenant finish and coordination.

Within the Development and Investment segment, encompassing approximately 180 FTE employees, the Company provides
development services to both investor and user customers and performs other development activities — both those pursuant to which
the Company takes an ownership position in a project and those pursuant to which the Company provides development services to
others in exchange for fees. The Company provides comprehensive project development services and acquires and disposes of
commercial real estate projects. The development services provided include financial planning, site acquisition, procurement of
approvals and permits, design and engineering coordination, construction bidding and management, tenant finish coordination,
project closeout and project finance coordination. The Company will continue to focus its efforts in this area on risk-mitigated
opportunities for investor customers and fee development and build-to-suit projects for user customers, including those in higher
education and healthcare. From time to time the Company may pursue development and investment activities, including
opportunistic property acquisitions and new development, for its own account, With an organization comprised of professionals
dedicated fully to development and investment activities, the Company is positioned to pursue and execute new development
business, particularly programmatic business with the Company’s large investor customers, and exploit niche market opportunities.

Reclassifications

In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets
(“FAS 144”), certain assets and liabilities at December 31, 2002, and certain revenues and expenses for the first three quarters of 2003,
and the year ended December 31, 2002, have been reclassified to conform to the presentation at and for the year ended December 31,
2003 (see Notes 8 and 13). As a result, certain balances differ from the amounts reported in previously filed documents,

Use of Estimates

The preparation of the financial statements in accordance with accounting principles generally accepted in the United States
("GAAP”) requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.
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Consolidation

The accompanying consolidated financial statements include the accounts of the Company, its wholly-owned subsidiaries, and other
subsidiaries over which the Company has control, or, with respect to entities formed subsequent to January 31, 2003, any variable
interest entities (“VIEs”) of which the Company is the primary beneficiary in accordance with Financial Accounting Standards Board
(“FASB") Interpretation No. 46, Consolidation of Variable Interest Entities (“FIN 46”) (see Note 1 New Accounting Pronouncements and
Note 4). Intercompany accounts and transactions have been eliminated. The Company’s investments in subsidiaries (including
subsidiaries where the Company has less than 20% ownership) in which it has the ability to exercise significant influence over
operating and financial policies, but does not control, are accounted for on the equity method. The Company eliminates transactions
with such equity method subsidiaries to the extent of its ownership in such subsidiaries. Accordingly, the Company’s share of the
earnings or losses of these equity basis subsidiaries is included in consolidated net income (loss). Investments in other subsidiaries
are carried at cost. These unconsolidated subsidiaries primarily own or invest in real estate development projects.

Revenue Recognition

The Company recognizes fees from property management and facilities management services over the terms of the respective
management contracts. Most of the property management contracts are cancelable at will or with 30 days’ notice. The terms of

the facilities management contracts generally range from three to five years, although many provide for shorter terms or earlier
termination rights under certain circumstances. Also, the Company earns incentive fees for property management and facilities
management services based on various quantitative and/or qualitative criteria specified in the management agreement. These
fees are recognized when quaniitative criteria have been met or, for those incentive fees based on qualitative criteria, upon approval
of the fee by the customer. The Company’s management and incentive fee revenues are not recognized to the extent that such
revenues are subject to future performance contingencies, but rather once the contingency has been resolved.

The Company's project leasing and tenant representation transactions are subject to commission agreements between the
Company and the customer which typically describe the calculation of the fee and when the Company earns such fee. The
recognition of revenue for each transaction is dictated by the terms of the relevant commission agreement, each of which may be
unique. The commission agreements generally provide that 50% of the commission is earned and payable upon execution of the
lease and 50% is earned and payable upon the tenant’s occupancy of the space. Generally the first 50% of the commission is not
contingent on the subsequent occupancy of the space. However, sometimes these agreements contain refund provisions whereby
the first 50% of the commission may be refundable should the tenant not occupy the subject space. In cases where refund provisions
or other contingencies exist, the Company does not recognize the revenue until the contingency is eliminated. Investment sales
brokerage revenue is recognized upon closing of the underlying real estate transaction, The Company does not recognize these
revenues until there is evidence of an arrangement, services have been rendered, the price is determinable, and collectibility is
reasonably assured. These policies have been in place since the Company’s initial public offering in 1997.

Development services and project management services generate fees from development and construction management projects
and net construction revenues, which are gross construction revenues net of subcontract costs. For projects with estimated time
tables exceeding three months, fees are recognized using the percentage-of-completion method based on costs incurred as a
percentage of total expected costs. For contracts under three months, fees are recognized upon completion of the contract. Gross
construction services revenues totaled $33,526, $45,065 and $115,977 and subcontract costs totaled $26,215, $33,332 and $96,533 in
2003, 2002 and 2001, respectively. Some construction management and project management assignments are subject to agreemernts
between the Company and the customer that describe the calculation of fees and when the Company earns such fees, The earnings
terms of these agreements dictate when the Company recognizes the related revenues. The Company also earns incentive
development fees by reaching specified leasing or budget targets, as defined in the relevant development services agreement. The
Company recognizes such fees when the specified target is attained.

Gains on disposition of real estate are recognized upon sale of the underlying project in accordance with Statement of Financial
Accounting Standards No. 66, Accounting for Sales of Real Estate.

The Company records deferred income to the extent that cash payments have been received, or amounts have been billed, in
accordance with the terms of underlying agreements, but such amounts have not yet met the criteria for revenue recognition in
accordance with GAAP. When such revenues meet the appropriate criteria, the Company recognizes revenue as permitted.

Certain of the Company’s contracts provide for reimbursement for employee related costs which the Company recognizes as
revenue. Also, in accordance with EITF 01-14, Income Statement Characterization of Reimbursements Recetved for “Out-of-Pocket” Expenses
Incurred, certain reimbursements received from customers for out-of-pocket expenses are characterized as revenue in the statement
of opérations rather than as a reduction of the expenses incurred. Since the Company is the primary obligor, has supplier
discretion and bears credit risk for such expenses, the Company records reimbursement revenue for such out-of-pocket expenses.
Reimbursement revenue is recognized when the underlying reimbursable costs are incurred.




Long-Lived Assets

Real Estate
The Company classifies real estate in accordance with the criteria of FAS 144 as follows: (i} Real estate held for sale, which includes
only completed assets or land for sale in its present condition that meets all of the FAS 144 “held for sale” criteria, (ii) Real estate
under development (current), which includes real estate that the Company is in the process of developing that is expected to be
completed and disposed of within one year of the balance sheet date; (iii) Real estate under development (non-current), which
includes real estate that the Company is in the process of developing that is expected to be completed and disposed of more than
one year from the balance sheet date; or (iv) Real estate held for investment, which consists of completed assets not expected to be
disposed of within one vear of the balance sheet date and land on which development activities have not yet commenced. Any asset
reclassified from real estate held for sale to real estate under development (current or non-current) or real estate held for
investment is measured individually at the lower of its carrying amount before it was classified as “held for sale,” adjusted (in the case
of real estate held for investment) for any depreciation that would have been recognized had the asset been continuously classified
as real estate held for investment, or the fair value at the date of the re¢lassification.

Real estate held for sale is recorded at the lower of cost or fair value less cost to sell. If an asset’s fair value less cost 1o sell, based
on discounted future cash flows or market comparisons, is less than its carrying amount, an allowance is recorded against the asset.

Real estate under development and real estate held for investment are carried at cost less depreciation, as applicable. When
indicators of impairment are present, real estate under development and real estate held for investment are evaluated for impairment
and losses are recorded when undiscounted cash flows estimated to be generated by an asset are less than the asset’s carrying
amount. The amount of the impairment loss is calculated as the excess of the asset’s carrying value over its fair value, which is
determined using a discounted cash flow analysis or market comparisons. Buildings and improvements included in real estate held
for investment are depreciated using the straight-line method over estimated useful lives, generally 39 years. Tenant improvements
included in real estate held for investment are amortized using the straight-line method over the shorter of their estimated useful
lives or terms of the respective leases.

When acquiring real estate with existing buildings, the Company allocates the purchase price between land, building and
intangibles related to in-place leases, if any, based on their relative fair values. The fair values of acquired land and buildings are
determined based on an estimated discounted future cash flow model with lease-up assumptions as if the building was vacant upon
acquisition. The fair value of in-place leases includes the value of net lease intangibles for above or below-market rents and tenant
origination costs, determined on a lease by lease basis. The capitalized values for both net lease intangibles and tenant origination
costs are amortized over the term of the underlying leases. Amortization related to net lease intangibles is recorded as either
an increase to or a reduction of rental income and amortization for tenant origination costs is recorded to amortization expense.

FAS 144 extends the reporting of a discontinued operation to a “component of an entity,” but further requires that a component
be classified as a discontinued operation if the operations and cash flows of the component have been or will be eliminated from
the ongoing operations of the entity in the disposal transaction and the entity will not have any significant continuing involvement
in the operations of the component after the disposal transaction. As defined in FAS 144, a “component of an entity” comprises
operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the
entity. Because each of the Company’s real estate assets is generally accounted for in a discrete subsidiary, almost every real estate
asset constitutes a component of an entity under FAS 144, increasing the likelihood that the disposition of assets the Company holds
for sale in the ordinary course of business must be reported as a discontinued operation unless the Company has significant
continuing involvement in the operations of the asset after its disposition. Furthermore, operating profits and losses on such assets
are required to be recognized and reported as operating profits and losses on discontinued operations in the periods in which

they occur.

Gooawill and Indefinite Lived Intangibles

Goodwill reflects the excess of purchase price over the fair value of specifically identified net assets purchased. Accumulated
amortization of goodwill was $9,957 and $9,930 at December 31, 2003 and 2002, respectively. Effective January 1, 2002, the
Company adopted Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangibles (“"FAS 142”). In accordance
with this statement, goodwill and intangible assets deemed to have indefinite lives are no longer amortized but are subject to annual
impairment tests. These impairment tests are based on the comparison of the fair value of each of the Company’s reporting
units to the carrying value of such unit. If the fair value of the reporting unit falls below its carrying value, goodwill is deemed to be
impaired and a writedown of goodwill is recognized. The Company identified its reporting units to mirror its two segments, Global
Services and Development and Investment, as each segment’s underlying business units have similar long-term economic
characteristics and service delivery capabilities. All of the Company’s goodwill relates to its Global Services segment. The Company
has performed the required impairment tests under FAS 142 and has determined that no impairment of its goodwill exists at
December 31, 2003.



Prior to the adopton of FAS 142, the carrying amount of goodwill was reviewed if indicators of impairment were present that
suggested goodwill may be impaired. This review was based on the estimated undiscounted cash flows of the Company’s operations
at the lowest level for which there were identifiable cash flows. If the review indicated impairment, the goodwill was adjusted to its
fair value through a charge to operations. See Note 14 for discussion of impairment losses recognized in 2001. Prior to the adoption
of FAS 142, the Company amortized its goodwill balances on a straightline basis over 20 to 30 years.

The following table is a reconciliation of net loss as reported for 2001 to pro forma net loss had the non-amortization
provisions of FAS 142 been applied as of January 1, 2001:

2001
Net loss — as reported $(5,211)
Add back goedwi!l amortization expense, net of income taxes 2,718
Net loss — pro forma $(2,433)
Diluted net loss per share ~ as reported $ (0.15)
Add back goodwill amortization expense, net of income taxes 0.08
Diluted net loss per share ~ pro forma $ (0.07)

Intangible Assets

The Company’s intangible assets primarily include contract intangibles, employment related contracts and the value of management
contracts acquired by the Company through business acquisitions. Intangible assets are evaluated when indicators of
impairment are present and losses are recorded when undiscounted cash flows estimated to be generated by an asset are less
than an asset’s carrying amount. The amount of the impairment loss is calculated as the excess of the asset’s carrying value
over its fair value, which is determined using a discounted cash flow analysis.

The Company’s contract intangibles consist of upfront cash payments to customers and direct third party costs incurred in order
to enter into new long-term outsourcing contracts. These costs are considered part of the total contract cost when negotiating the
future revenue to be received under a new contract. These payments and costs are capitalized and amortized as a reduction of
the related revenue over the life of the underlying contract. The Company also classifies any writedowns of such capitalized
upfront payments or costs due to impairment in value, such as might occur upon the early termination of a contract, as a reduction
of revenue. See Note 14 for discussion of impairment losses recognized on contract intangibles in 2002 and 2001.

From time to time, the Company enters into contracts with certain management level employees and brokers, as well as
employees hired in connection with acquisitions of real estate services companties. To the extent that any amount paid or loaned
to an employee (generally at the inception of the employment relationship or in connection with employee relocations) in
accordance with these agreements is contractually tied to an employee’s future employment with the Company, the amount is
expensed as compensation over the period of time that such future services to the Company are required, as stipulated in the
applicable agreement, or over the period of time that the employee is obligated to repay such amounts to the Company if his or her
employment is terminated.

In connection with certain acquisitions, the Company has recorded intangible assets related to the value of certain management
contracts acquired. These intangible assets are amortized over periods from five to six years.

Income Taxes

The Company accounts for income taxes using the liability method. Deferred income taxes result from temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for federal income tax
purposes, and are measured using the enacted tax rates and laws that will be in effect when the differences reverse.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and short-term, highly liquid investments with original maturities of 90 days or less
when purchased.

Restricted Cash

At December 31, 2003 and 2002, restricted cash consisted of $7,647 and $8,921, respectively, received by the Company from a
customer in 2002 for future development costs on buildings being renovated by the Company on behalf of such customer. Contractual
restrictions provide that these funds can only be used to pay for construction costs related to the underlying renovation projects.

Furniture and Equipment
Furniture and equipment are stated at cost and include assets under capital leases. Depreciation is computed using the straight-line

method over estimated useful lives, which generally range from three to five years, and includes amortzation of assets recorded
under capital leases. Leasehold improvements are amortized over the shorter of the remaining lease term or the remaining useful life.




Concentration of Credit Risk

The Company provides services to owners and users of real estate assets primarily in the United States. The Company generally
does not require collateral from its customers. The risk associated with this concentration is limited because of the large number of
customers and their geographic dispersion.

Earnings Per Share

The weighted-average common shares outstanding used to calculate diluted earnings per share for 2003 and 2002 include 1,208,022
and 1,055,258 shares, respectively, to reflect the dilutive effect of unvested restricted stock and options to purchase shares of
common stock. For 2001, the weighted-average common shares outstanding used to calculate diluted earnings per share excludes
the dilutive effect of unvested restricted stock and options, as their inclusion would have been anti-dilutive.

Stock-Based Compensation

The Company has elected to use the intrinsic method under Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees (“APB 25”7}, to account for its stock-based compensation arrangements (see Note 9). Compensation expense for
stock options is recognized to the extent the market price of the underlying stock on the date of grant exceeds the exercise price of
the option. The Company recognizes compensation expense related to restricted stock awards over the vesting period of the
underlying award in an amount equal to the fair market value of the Company's stock on the date of grant.

Pro forma information regarding net income (loss) and net income {loss) per share, shown in the table below, has been
determined as if the Company had applied the fair value recognition provisions of Statement of Financial Accounting Standards
No. 123, Accounting for Stock-Based Compensation. The fair value for these options was estimated at the date of grant using a
Black-Scholes option pricing model with the following weighted-average assumptions for 2003, 2002 and 2001, respectively: risk-free
interest rates of 3.21%, 4.86% and 5.30%; a dividend yield of 0.00%; volatility factors of the expected market price of the
Company’s common stock of 0.407, 0.420 and 0.432; and a weighted-average expected life of the options of seven years.

The Company elected to use the intrinsic method in accounting for its stock-based compensation arrangements in part because
the alternative fair value accounting requires the use of option valuation models that were not developed for use in valuing
employee stock options. The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options, which have no vesting restrictions and are fully transferable. In addition, option valuation models require the input of
highly subjective assumptions including the expected stock price volatility. Because the Company’s employee stock options have
characteristics significantly different than those of traded options, and because changes in the subjective input assumptions can
materially affect the fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable single
measure of the fair value of its employee stock options.

For the purpose of pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’
vesting period. Pro forma information is as follows:

Years Ended December 31, 2003 2002 2001
Net income (loss), as reported $21,040 $16,653 $(5,211)
Add: Stock-based employee compensation expense included in net income,

net of related tax effects 2,216 287 509
Deduct: Stock-based employee compensation expense (benefit) determined under fair value

based method for all awards, net of related tax effects 5,034 (15) 3,060
Pro forma net income (loss) $18,222 $16,955 $(7,762)
Net income (loss) per share:

Basic - as reported $ 0.59 $ 047 $ (0.15)

Basic — pro forma $ 0.51 $ 047 $ (0.22)

Net income (loss) per share
Diluted - as reported 0.57 $ 0.45 $ (0.15)
Dituted - pro forma $ 0.50 $ 0.46 $ (0.22)

A

(1) For 2001, the weighted-average common shares outstanding used to calculate diluted net income per shave excludes the dilutive effect of options, as their inclusion would have
been anti-dilutive.

Guarantees

In the first quarter of 2003, the Company adopted FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Direct Guarantees of Indebtedness of Others (“FIN 45”). FIN 45 requires that guarantors recognize a liability for
certain guarantees at the fair value of the obligation undertaken in issuing the guarantee at the inception of the guarantee, even if
the likelihood of performance under the guarantee is remote. The initial recognition and measurement provisions of FIN 45 are
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applicable on a prospective basis to guarantees issued or modified after December 31, 2002. See Note 19 for disclosures related to
the Company’s guarantees in accordance with FIN 45.

New Accounting Pronouncements

In January 2003, the FASB issued FIN 46, which addresses consolidation of VIEs by business enterprises. As required, the Company
has applied the provisions of FIN 46 to entities formed after January 31, 2008. In December 2003, the FASB issued a revision to
FIN 46, or Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities. This revision (“FIN 46R”) requires
application for entities formed prior to February 1, 2003 that are not considered to be special-purpose entities as of March 31, 2004.
Since the Company’s entties are not considered to be special-purpose entities, the Company will apply the provisions of FIN 46R to
such entities as of March 31, 2004. The Company is in process of evaluating its interests in entities formed prior to February 1,
2003, under the provisions of FIN 46R. The Company believes that although it does have interests in VIEs, implementation of
FIN 46R will not require the Company to consolidate interests which are currently unconsolidated {see Note 4).

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity (“FAS 150”). Certain provisions of FAS 150 would have required the Company to
classify non-controlling interests in consolidated limited life subsidiaries as liabilities adjusted to their settlement values in the
Company’s financial statements for the year ended December 31, 2003. In November 2003, the FASB indefinitely deferred
application of the measurement and recognition provisions (but not the disclosure requirements) of FAS 150 with respect to these
non-controlling interests. As of December 31, 2003, the estimated settlement value of non-controlling interests in the Company’s
consolidated limited life subsidiaries is $9,218, as compared to book value (included in minority interest on the Company’s balance
sheet) of $8,437. The excess of settlement value over book value is driven by an even larger estimated appreciation of certain
consolidated real estate assets and investments from the Company’s book value, offset by selling costs and debt prepayment
penalties, if any.

Note 2. Real Estate

The Company provides build-to-suit services for its customers and also develops or purchases projects which it intends to sell

to institutional investors upon project completion or redevelopment. Therefore, the Company has ownership of real estate until
such projects are sold. All real estate is included in the Company’s Development and Invesument segment (see Note 21). At
December 31, real estate consists of the following:

2003
Buildings and
Land Improvements Other Total
Real estate under development (current) $ 33,180 $16,028 $ — $ 49,208
Real estate included in assets held for sale (see Note 8) 3,846 9,480 — 13,326"
Real estate under development {non-current) 5,760 585 — 6,345
Real estate held for investment 57,597 40,355% 124% 98,076

$100,383 $66,448 $124 $166,955

2002
Buildings and
Land Improvements Total

Real estate under development (current) $ 2,008 $ — $ 2,008
Real estate included in assets held for sale (see Note 8) 20,427 29,376 49,803"
Real estate under development {non-current) 45,598 11,656 57,254
Real estate held for investment 27,990 37,118@ 65,108

$96,023 $78,150 $174,173

(1) Net of allowance of §1,048 and $539 at December 31, 2003 and 2002, respectively, to veflect assels al fair value less cost to sell.
(2) Net of accumulated depreciation of 31,066 and 30 ai December 31, 2003 and 2002, respectively.

(3) Includes balances for lease intangibles and tenant origination costs of $101 and $23, respectively. In 2003, the Company recorded lease intangibles and tenant origination
costs upon acquiving buildings with in-place leases. The balances are shown net of amortization (vecorded as a reduction of rental income for lease intangibles and as amortization

expense for tenant origination costs).

In 2003 and 2002, the Company recorded provisions for losses on real estate (included in general and administrative expenses in

the consolidated statement of operations) of $1,903 and $539, respectively, to increase the allowances on real estate held for sale to

reflect assets at fair value less cost to sell. With respect to one project to which these allowances relate, the related non-recourse note
payable has matured. The Company is in the process of conveying the underlying property to the lender in order to satisfy the note.

——
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During 2003, the Company recorded writedowns for impairment of real estate (not classified as held for sale at the time of such
writedowns) totaling $4,005, which is included in general and administrative expenses in the consolidated statement of operations.
The provisions include a writedown for impairment of a vacant, single-tenant industrial distribution facility. This real estate project is
located in a market where there are high vacancy rates and other buildings that are likely to lease up prior to this building. The
note payable balance, of which $1,350 is recourse to the Company, was not repaid upon maturity in February 2004 and a one-year
extension of the note is being negotiated with the lender. The fair value of the asset was based on market comparisons obtained by
the Company. The provisions also reflect a writedown for impairment related to a single-tenant office/industrial real estate project.
The non-recourse note payable related to the real estate project had matured and subsequently, the Company conveyed the
underlying property to the lender to satisfy the note. The fair value of the asset was determined based on a discounted cash flow
projection prior to the conveyance of the property to the lender. In 2002, the Company recorded a writedown for impairment of
$623 (included in general and administrative expenses in the consolidated statement of operations) primarily related to a land
parcel located in an office park heavily dependent on the telecom industry. Due to significant layoffs in the telecom industry, and
the resulting vacancies in office space, the Company obtained market comparisons for the land parcel and determined that, based
on those market comparisons, the value of the land was impaired.

In 2002, the Company recorded adjustments totaling $1,472 to the carrying amount of buildings and improvements previously
classified as “held for sale,” but reclassified to real estate held for investment, when adopting the provisions of FAS 144. The
adjustments were made to reflect depreciation that would have been recorded had the assets been continuously classified as real
estate held for investment since the Company's acquisition of the assets. Of the total $1,472 adjustment, $1,260 was recorded as
provision for losses on real estate (included in general and administrative expenses in the consolidated statement of operations).
Certain assets owned by Trammell Crow Investment Fund IV, L.P. (“Fund IV”), which was accounted for using the equity
method until December 31, 2002 (see Note 4), were reclassified from real estate held for sale to real estate held for investment.
Accordingly, income from investments in unconsolidated subsidiaries (before income taxes) reflects an adjustment of $212 for
depreciation on these assets since the reclassification of these assets occurred prior to the consolidation of Fund IV by the Company.

In 2003, the Company sold a parcel of land for $1,750, of which $1,125 of the consideration received was in the form of an
interest-bearing note from the buyer. The Company retained a unilateral right to repurchase the property at any time through 2006,
in addition to maintaining the right to approve any plans for development on the property. If the Company exercises its
repurchase option, the Company would repay the amount it received from the buyer, plus a return on the buyer’s investment.
Because of the Company’s continuing involvement in and option to repurchase the property, the transaction did not qualify as a
sale and as a result, a financing transaction was recorded. As of December 31, 2003, real estate and other assets held for sale includes
$844 of real estate and $1,125 of notes receivable, and liabilities related to real estate and other assets held for sale includes $1,750
of notes payable related to this parcel of land.

Prior to the adoption of FAS 144 in 2002, all of the Company’s real estate was reflected as “held for sale” since the Company’s
management had committed to plans to dispose of the assets and the requirements for classification as “held for sale” under the
previous guidance were met.

The estimated costs to complete the 17 projects under development or to be developed by the Company as of December 31,
2003, total $183,479. At December 31, 2003, the Company had commitments for the sale of three of the projects.

Rental revenues (which are included in development and construction revenue) and expenses (which are included in
general and administrative expenses) relating to the Company’s operational real estate properties, excluding those reported as
discontinued operations, were $9,411 and $5,479, respectively, in 2003, $15,271 and $6,454, respectively, in 2002 and $16,994 and
$5,563, respectively, in 2001.

Note 3. Furniture and Equipment

Furniture and equipment consist of the following at December 31:

2003 2002
Owned assets, at cost $ 61,427 $ 61,181
Less: Accumulated depreciation on owned assets (41,011) (42,525)
20,416 18,656
Assets under capital leases 4,185 22,871
Less: Accumulated amortization on assets under capital leases (3,296) (18,355)
889 4,516

Furniture and equipment, net $ 21,305 $ 23,172




Note 4. Investments in Unconsolidated Subsidiaries

Investments in unconsolidated subsidiaries consist of the following at December 31:

2003 2002
Real estate $35,546 $45,433
Other 29,479 26,030

$65,025 $71,463

As part of its real estate development activities, the Company has numerous investments in unconsolidated subsidiaries, generally
with unrelated parties. These underlying entities typically own real estate investments and carry debt related to the financing of such
real estate.

With respect to entities formed subsequent to January 31, 2003, the Company does not have any investments in unconsolidated
subsidiaries that are VIEs. Because the Company has not yet completed its analysis of its investments in entities formed prior to
February 1, 2003, under the provisions of FIN 46R, it cannot reasonably estimate its maximum exposure to loss with respect to its
involvement with VIEs. Under the current provisions of FIN 46R, the Company believes that its maximum exposure to loss as a result
of its involvement with VIEs would be limited to the amount of its investments in such entities plus any commitments to contribute
additional capital, plus the amount of any guarantees of debt of the underlying investments. VIEs of which the Company is not the
primary beneficiary would be accounted for on the equity or cost method. The Company’s maximum exposure to loss with respect
to all of its investments accounted for on the equity or cost method is the amount of its investments (as noted in the table above),
plus commitments to contribute additional capital and the amount of any guarantees of debt of the underlying investments, both
of which are disclosed in Note 19,

On December 31, 2002, the Company paid $13 to purchase all of the outstanding shares of common stock of Realty Holdings,
Inc. (“RHI"), a corporation that was formed to invest in real estate parterships (the “RHI Purchase”). As a result, the Company
became the sole shareholder of RHI on such date. Prior to the RHI purchase, the Company had invested $100 in exchange for all of
the 500 shares of non-voting preferred stock of RHI, and 11 individuals, all of whom were current or former executives of the
Company, collectively owned the 990 shares of outstanding common stock of RHI (with each of these individuals investing $1).
These executives’” ownership of common stock of RHI was not contingent on continued employment with the Company. However, a
majority of the stockholders of RHI had the ability to cause RHI to purchase any other stockholder’s shares of RHI at any time for
any reason. RHI also had the right of first refusal to purchase the shares of a common stockholder if such stockholder wished to sell
his shares and had a bona fide written offer from a third party. RHI is controlled by its Board of Directors, which is elected by
the common shareholders. Each of the three directors is an officer of the Company, but none was a stockholder of RHI. Through
December 31, 2001, RHI had invested in five single-purpose real estate projects as a 0.5% or 1.0% general partner, with wholly-
owned subsidiaries of the Company as 99.5% or 99.0% limited partners. RHI and the Company each had minimal investments in
such subsidiaries, since the underlying real estate projects were 100% financed with third-party debt.

RHI has controlling interests in each of the entities in which it invests. Prior to the RHI Purchase, the Company did not control
RHI and, as such, it accounted for its investment in RHI under the equity method and, accordingly, recorded its share of profits and
losses of such underlying entities as income (loss) from unconsolidated subsidiaries. As a result of the RHI Purchase, the Company
owns 100% of RHI, and accordingly, on December 31, 2002, began to account for RHI as a consolidated subsidiary.

RHI has a 0.5% general partnership interest in Fund IV, a discretionary development and investment fund in which the
Company holds a 37.0% limited partnership interest, with the remaining limited partner interests held by unrelated parties. Since
RHI controls Fund IV, and RHI is a wholly-owned subsidiary of the Company as of December 31, 2002, the Company began
consolidating Fund IV on December 31, 2002.

The Company’s share of income (loss) of RHI and Fund IV was $341 and $(879), respectively, for 2002 (up to the time
that RHI and Fund IV were consolidated by the Company) and $625 and $(250), respectively, for 2001. RHI and Fund IV had
no operations prior to 2001.
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The consolidation of RHI and Fund IV on December 31, 2002, resulted in the following non-cash changes in the Company’s

balance sheet:

Assets:
Real estate $67,208
investments in unconsolidated subsidiaries (6,001)
Accounts receivable 410
Notes and other receivables 273
Other current assets 776
Other assets 47
Net non-cash change in assets 62,719
Liabilities:
Notes payable on real estate 47,341
Accounts payable 1,680
Accrued expenses 1,044
Other current liabilities 75
Net non-cash change in liabilities 50,040
Minority interest 14,552
Cash from consolidation of previously unconsolidated entities $ 1,873

The Company owns approximately 10% of the outstanding stock of Savills, a property services firm headquartered in the United
Kingdom and a leading provider of real estate services in Europe, Asia-Pacific and Australia. The investment is classified as an
“other” investment in the first table of this Note 4. The Company accounts for its interest in Savills on the equity method because it
has significant influenice over Savills due to the following factors: (i) the Company has the right to designate two members of Savills’
board of directors (which has significant influence over the management of Savills), which is comparable to the rights of investors
owning approximately 20% at the time the Company acquired the shares; and (ii) the Company has strategically significant
commercial relationships with Savills. The Company also has an option giving it the right to purchase from Savills the number of
shares necessary to increase its share ownership to 20% of the Savills shares then outstanding. This option is exercisable at any time
during the period from June 30, 2003 through June 30, 2005 at 120% of the market price prevailing at the time of exercise. In
accordance with adoption of FAS 142 effective January 1, 2002, the difference between the carrying value of the investment and the
amount of underlying equity in net assets at June 30, 2000, is no longer amortized, but is evaluated for impairment, as required.
Prior to the adoption of FAS 142, this difference was being amortized over 20 years. The Company’s portion of Savill$’ undistributed
earnings totals §5,813 at December 31, 2003, and is included in retained earnings. The aggregate market value of the investment at
December 31, 2008, is $36,285.

In 2001, 2000 and 1999, the Company made various investments in e-commerce related companies. In December 2001, the
Company recorded writedowns of 5,528, due to impairment in the value of these e-commerce investments. The impairment was
triggered by: (i) the status of the e-commerce industry at the time of the impairment (many technology companies had ceased
operations, the availability of capital for e-commerce and Internet companies had been dramatically reduced, and the Dow Jones
Internet Index was down) and (ii) the financial status of the companies in which the Company has invested. In evaluating the extent
of the impairment related to its e-commerce investments, the Company considered the following factors: (i) the 2001 financial
results of the investees versus their original business plans, (ii) the value of the investees based on solicitations for additional
financing, (iii) the investees’ revised business plans and (iv) the investees’ need for and limited availability of future funding.
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Summarized financial information for unconsolidated subsidiaries accounted for on the equity method is as follows:

December 31 2003 2002
Real Estate:
Real estate $377,482 $550,733
Other assets 35,025 47,302
Total assets $412,507 $598,035
Notes payable on real estate $234,765 $349,348
Other liabilities 15,320 22,287
Equity 162,422 226,400
Total liabilities and equity $412,507 $598,035
Other:
Current assets $332,544 $270,780
Non-current assets 122,010 110,014
Total assets $454,554 $380,794
Current liabilities $197,846 $154,693
Non-current liabilities 55,121 48,627
Minority interest 2,620 3,004
Equity 198,967 174,470
Total liabilities and equity $454,554 $380,794
Total:
Assets $867,061 $978,829
Liabilities $503,052 $574,955
Minority interest 2,620 3,004
Equity 361,389 400,870
Total liabilities and equity $867,061 $978,829
Years Ended December 31, 2003 2002 2001
Real Estate:
Total revenues $ 41,936 $ 64,083 $ 91,676
Total expenses 35,507 45,860 76,974
Net income $ 6,429 $ 18,223 $ 14,702
Other:
Total revenues $561,939 $450,087 $373,772
Total expenses 525,668 433911 361,341
Net income $ 36,271 $ 16,176 $ 12,431
Total:
Total revenues $603,875 $514,170 $465,448
Total expenses 561,175 479,771 438,315
Net income $ 42,700 $ 34,399 $ 27,133

Note 5. Accrued Expenses
Accrued expenses consist of the following at December 31:

2003 2002
Payroll and bonuses $ 42,316 $ 43,180
Commissions 38,337 33,260
Development costs 15,045 12,262
Deferred income 5,691 3,294
Interest 1,175 911
Insurance 3,032 44
Restructuring charges (see Note 16) 1,864 2,609
Other 9,584 10,111

117,044 105,671
Less: Accrued expenses included in liabilities related to real estate and other assets held for sale (See Note 8) (313) (569)

$116,731 $ 105,102
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Note 6. Long-Term Debt and Capital Lease Obligations

Long-term debt consists of the following at December 31:

2003 2002
Borrowings under $150,000 line of credit with a bank (the “Credit Facility”) $10,000 $19,000
Borrowings under a $25,000 discretionary line of credit with a bank — —
Borrowings under a £3,900 short-term borrowing facility with a bank (the “European Facility”) — —
Other 1,095 70
Total long-term debt 11,095 19,070
Less current portion of long-term debt 1,081 70

$10,014 $19,000

During June 2002, the Company entered into the Credit Facility. Borrowings under the Credit Facility are due in June 2005,
and bear interest at 1) the greater of prime or the Federal Funds Effective Rate plus 0.5%, plus a margin up to 0.75%, or 2) the
Eurocurrency rate, plus a margin ranging from 1.75% to 2.5%, payable monthly. The weighted-average interest rate for borrowings
under the Credit Facility was 2.99% in 2003.

The shares of certain subsidiaries of the Company, accounting for at least 80% of Adjusted Gross EBITDA, as defined in the
Credit Facility agreement, are pledged as security for the Credit Facility.

The Company is subject to various covenants associated with the Credit Facility, such as maintenance of minimum equity and
liquidity and certain key financial data. In addition, the Company may not pay dividends, repurchase common shares, or make other
distributions on account of its common stock exceeding 50% of the previous year’s net income before depreciation and
amortization, and there are certain restrictions on investments and acquisitions that can be made by the Company. At December 31,
2003, the Company is in compliance with all debt covenants.

The covenants associated with the Credit Facility and the amount of the Company’s other borrowings and contingent liabilities
may have the effect of limiting the borrowing capacity available to the Company under the Credit Facility to an amount less than
the $150,000 commitment. At December 31, 2003, the Company has unused borrowing capacity of $124,083 (taking into account
letters of credit and borrowings outstanding) under its Credit Facility.

Under the Credit Facility, the Company pays a quarterly fee equal to 0.25% of the unused commitments under the line.
In addition, the Credit Facility requires the Company to enter into one or more interest rate agreements for the Company’s
floating rate indebtedness in excess of $30,000 (other than construction loans under which interest is capitalized in accordance with
GAAP) ensuring the net interest is fixed, capped or hedged (see Note 18).

Borrowings under the Company’s $25,000 discretionary line of credit are unsecured and reduce the borrowing capacity
under the Credit Facility dollar for dollar. Each loan under the line matures in five business days, no later than June 28, 2004. Each
loan bears interest at a rate agreed upon between the Company and the bank (weighted-average borrowing rate of 2.92% in
2003), payable at the maturity of each loan.

The European Facility is held by the Company’s European outsourcing subsidiary. Borrowings under the European Facility
are payable on demand, bear interest at the bank’s base rate plus 2.75% (weighted-average borrowing rate of 6.63% in 2003), are
payable quarterly, and are recourse to the Company.

Principal maturities of long-term debt at December 31, 2003, are as follows:

2004 $ 1,081
2005 10,006
2006 5
2007 3

$11,095

The Company has obligations under capital leases, primarily for furniture and equipment, with maturity dates through
September 2005, and bearing interest at various rates ranging from 0.41% to 9.023% per annum at December 31, 2003. Capital lease
obligations are secured by the underlying assets.

Capital lease obligations consist of the following at December 31:

2003 2002
Capital lease obligations $2,011 $3,647
Less: Current portion of capital lease obligations 1,297 2,989

$ 714 $ 658




Future minimum payments under capital lease obligations at December 31, 2003, are as follows:

2004 $1,330
2005 720
Total minimum lease payments 2,050
Amount representing interest (39)
Present value of net minimum lease payments $2,011

Note 7. Notes Payable on Real Estate
The Company has loans secured by real estate (the majority of which are construction loans) consisting of the following at
December 31:

2003 2002
Current portion of notes payable on real estate $ 68,192 $ 28,854
Notes payable on real estate included in liabilities related to real estate and other assets
held for sale (see Note 8) 12,306 39,551
Total notes payable on real estate, current portion 80,498 68,405
Notes payable on real estate, non-current portion 22,769 45,402
Total notes payable on real estate $103,267 $113,807

Notes payable on real estate held for sale are included in liabilities refated to real estate and other assets held for sale. Notes
payable on real estate under development (current) are included in current portion of notes payable on real estate. Notes payable on
real estate under development (non-current) and real estate held for investment are classified according to payment terms and
- maturity date.

At December 31, 2003, $9,958 of the current portion and $380 of the non-current portion of notes payable on real estate
are recourse to the Company. With respect to a project to which $3,021 of the current recourse obligations relate, the Company has
an agreement with an investor customer to purchase the project upon completion, the proceeds of which will be used to repay the
related note payable.

Principal maturities of notes payable on real estate at December 31, 2003, are as follows:

2004 $ 37,988
2005 2,327
2006 22,647
2007 34,924
2008 5,381

$103,267

Interest rates on loans outstanding at December 31, 2003, range from 3.22% to 12.0%. Generally, interest only is payable
on the real estate loans (and is generally drawn on the underlying construction loan), with all unpaid principal and interest due at
maturity. Capitalized interest in 2003 and 2002 totaled $2,726 and $1,269, respectively.

In 2003, in conjunction with the purchase of a real estate project held for investment, the Company assumed the seller’s
obligations on a note with respect to the project, resulting in a non-cash increase in notes payable on real estate totaling $796.

The Company has a participating mortgage loan obligation related to a real estate project that is classified as real estate under
development (current). The participating mortgage loan is subordinate to a construction loan on the underlying project. The
amounts of the participation liability and the related debt discount are both $2,800 at December 31, 2003. The Jender participates in
net operating cash flow of the mortgaged real estate project, if any, and capital proceeds, net of related expenses, upon the sale of
the project, after payment of amounts due under the construction loan. The lender receives 6% fixed interest on the outstanding
balance of its note, compounded monthly, and participates in 35% to 80% of proceeds remaining after the construction loan is
paid, based on reaching various internal rates of return.

The Company has classified a note payable related to one real estate project that, at December 31, 2003, matures on
September 30, 2004 as a non-current note payable. In February 2004, the Company and lender agreed to extend the maturity date
of the note to September 28, 2006. The balance of the note is $13,268 at December 31, 2003.
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Note 8. Real Estate and Other Assets Held for Sale and Related Liabilities
Real estate and other assets held for sale include completed real estate projects or land for sale in their present condition that have
met all of the “held for sale” criteria of FAS 144 and other assets directly related to such projects. Liabilities related to real estate and
other assets held for sale have been included as a single line item in the Company’s balance sheet. In accordance with FAS 144,
balances related to assets classified as held for sale at December 31, 2003, that were not classified as such at December 31, 2002, have
been reclassified to real estate and other assets held for sale in the Company’s balance sheet as of December 31, 2002.

Real estate and other assets held for sale and related liabilities are as follows at December 31:

2003 2002
Assets:
Cash and cash equivalents $ — $ 92
Accounts receivable, net of allowance for doubtful accounts —_ 143
Notes and other recaivables 1,125 267
Real estate held for sale (see Note 2) 13,326 49,803
Other current assets 233 400
Other assets — 264
Total real estate and other assets held for sale 14,684 50,969
Liabilities:
Accounts payable — 59
Accrued expenses (see Note 5) 313 569
Notes payable on real estate held for sale (see Note 7) 12,306 39,551
Other current liabilities 76 81
Total liabilities related to real estate and other assets held for sale 12,695 40,260
Net real estate and other assets held for sale $ 1,989 $10,709

Note 9. Stockholders’ Equity

The holders of shares of the Company’s common stock are entitled to one vote for each share held on all matters submitted to a
vote of common stockholders. Each share of common stock is entitled to participate equally in dividends, when and if declared, and
in the distribution of assets in the event of liquidation, dissolution or winding up of the Company, subject in all cases to any rights
of outstanding shares of preferred stock.

Under the Trarmmel]l Crow Company 1997 Option Plan (the “Assumed Option Plan”), the Company issued options to
purchase 2,423,769 shares of the Company’s common stock at an exercise price of $3.85 per share. All options available under
the Assumed Option Plan were granted on August 1, 1997. The options vested at the closing of the Company’s initial public
offering on December 1, 1997, and became exercisable 30 days after that date. The options expire 10 years from the date of grant and
are not contingent on continued employment with the Company. At December 31, 2003, common shares reserved for future
issuance under the Assumed Option Plan total 956,649,

The Trammell Crow Long-Term Incentive Plan (the “Long-Term Plan”) originally provided for the issuance of up to
5,334,878 shares of common stock. In May 1999, the Long-Term Plan was amended to increase the number of shares available for
future awards to 8,634,878 shares of common stock. Options to acquire shares of common stock granted by the Company under the
Long-Term Plan have exercise prices equal to the fair market value of the common stock on the date of grant and expire 7 to 10
years from the date of grant. Except for options granted to members of the Board of Directors and options granted in connection
with acquisitions of real estate service companies, options vest over periods ranging from three to five years, and generally have
partial vesting on anniversaries of the grant date.

The Long-Term Plan also provides for the awards of Stock Appreciation Rights, Restricted Stock and Performance Units. In
2003, 2002 and 2001, the Company granted 1,636,500 shares, 30,000 shares and 7,562 shares, respectively, of restricted stock under
the Long-Term Plan. The restricted stock vests over periods of up to five years. The weighted-average grant date fair value per
share of the Company’s restricted stock issued in 2003, 2002 and 2001 was $8.75, $13.90 and $11.44, respectively. The Company
recognized compensation expense of $3,727, $519 and $892 in 2003, 2002 and 2001, respectively, related to the granes of restricted
shares, net of forfeitures.

At December 31, 2003, common shares reserved for future issuance under the Long-Term Plan total 6,846,258 shares.
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A summary of the Company’s stock option activity and related information, for the years ended December 31, 2003, 2002

and 2001, is as follows:

2003
Exercise Price Exercise Price Exercise Price
Exercise Price of $9.74 to of $14.51 10 of $22.76 to
of $3.85 (below $14.50 (at $22.75 (at $36.00 (at
market price market price market price market price
at grant date) at grant date) at grant date) at grant date) Total
Options outstanding:
Beginning of year 1,017,395 3,295,486 2,285,885 165,447 6,764,213
Granted — 153,314 —_ — 153,314
Exercised (60,746) (59,000) — — (119,746)
Forfeited — (181,875) (199,544) (13,708) (395,127)
Expired — — — — —
End of year 956,649 3,207,925 2,086,341 151,739 6,402,654
Weighted-average exercise price of options:
Granted — $ 9.74 — —
Exercised $ 3.85 $ 10.94 — —
Forfeited — $ 11.95 $ 17.66 $ 3210
Outstanding at end of year $ 3.85 $ 11.73 $ 17.70 $ 2876
Weighted-average fair value of options granted — $ 4.63 — —
Weighted-average remaining contractual life 3.6 years 5.4 years 4.6 years 4.4 years
Options exercisable:
Number of options 956,649 1,642,633 2,049,674 151,739 4,800,695
Weighted-average exercise price $ 3.85 $ 11.29 $ 17.69 $ 28.76
2002
Exercise Price Exercise Price Exercise Price
Exercise Price of $9.74 to of $14.51 to of $22.76 to
of $3.85 (below $14.50 (at $22.75 (at $36.00 (at
market price market price market price market price
at grant date) at grant date) at grant date} at grant date) Total
Options outstanding:
Beginning of year 1,288,179 2,863,453 2,979,552 217,298 7,348,482
Granted — 1,228,533 — — 1,228,533
Exercised (270,784) (65,000) — — {335,784)
Forfeited - (731,500) (693,667) (61,851) (1,477,018)
Expired — — — — —
End of year 1,017,395 3,295,486 2,285,885 165,447 6,764,213
Weighted-average exercise price of options:
Granted — $ 13.90 — —
Exercised $ 3.85 $ 11.08 —_ —_
Forfeited — $ 11.51 $ 17.62 $ 3164
Qutstanding at end of year $ 3.85 $ 11.82 $ 17.69 $ 29.04
Weighted-average fair value of options granted — $ 7.19 — —
Weighted-average remaining contractual life 4.6 years 6.3 years 5.6 years 5.3 years
Options exercisable:
Number of options 1,017,395 925,028 2,082,132 152,103 4,176,658
Weighted-average exercise price $ 3.85 $ 11.15 $ 17.70 $ 29.09
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2001
Exercise Price Exercise Price Exercise Price
Exercise Price of $9.74 to of $14.51 to of $22.76 to
of $3.85 (below $14.50 (at $22.75 (at $36.00 (at
market price market price market price market price
at grant date) at grant date) at grant date) at grant date) Total
Options outstanding:
Beginning of year 1,613,123 1,567,343 3,626,449 231,416 7,038,331
Granted — 1,567,610 — — 1,567,610
Exercised (324,944) — — — (324,944)
Forfeited — (271,500) (646,8397) (14,118) (932,515)
Expired — — — — —
End of year 1,288,179 2,863,453 2,979,552 217,298 7,348,482
Weighted-average exercise price of options:
Granted — $ 10.27 — —
Exercised $ 3.85 — — —
Forfeited — $ 11.44 $ 17.67 $ 29.03
Qutstanding at end of year $ 3.85 $ 10.83 $ 17.68 $ 2966
Weighted-average fair value of options granted — $ 5.50 — —
Weighted-average remaining contractual life 5.6 years 7.3 years 6.6 years 6.4 years
Options exercisable:
Number of options 1,288,179 411,779 2,260,942 187,707 4,148,607
Weighted-average exercise price $ 3.85 $ 11.30 $ 17.66 $ 29.85
Note 10. Income Taxes
The provision (benefit) for income taxes consists of the following for the years ended December 31:
2003 2002 2001
Current
Federal $11,505 $ 7,133 $ 10,495
State 2,323 1,440 2,118
International (384) 731 —
13,444 9,304 12,613
Deferred
Federal (315) 3,401 (11,266)
State (64) 686 (2,273)
International 1,285 — —
906 4,087 (13,539)
$14,350 $13,391 $ (926)




The components of the net deferred tax asset are summarized below as of December 31:

2003 2002
Deferred tax assets
Bad debts : $ 1,151 $ 1,818
Depreciation 1,740 1,336
Basis difference on reaf estate 342 470
Compensation expense relating to stock options 4,798 5,123
Compensation expense related to restricted stock 2,784 1,200
Impairment of investments 16,630 17,188
Interest rate swap agreement - 474
Restructuring charges relating to future rent expense 732 1,025
Foreign currericy translation adjustments — 62
Other 3,306 1,722
31,483 30,418
Less: valuation allowance {1,026) (680)
Total deferred tax assets 30,457 29,738
Deferred tax liabilities
State taxes (97) (517)
Goodwill amortization (2,648) (2,625)
Foreign currency translation adjustments (1,223) —
Other (2,837) (2,038)
Total deferred tax liabilities (6,805) (5,180)
Net deferred tax asset $23,652 $24,558

Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes, requires a valuation allowance to reduce the
deferred tax assets reported if, based on the weight of the evidence, it is more likely than not that some portion or all of the
deferred tax assets will not be realized. After consideration of all the evidence, both positive and negative, the Company has
determined that a $1,026 valuation allowance at December 81, 2003, is necessary to reduce the deferred tax assets relating to
certain nonqualified stock options to the amount that will more likely than not be realized. The change in the valuation allowance
for the current year is $346.

Components of deferred income taxes are as follows at December 31:

2003 2002
Current $ 3,754 $ 3,654
Non-current 19,898 20,904
Net deferred tax asset ’ $23,652 $24,558

The differences between the provisions for income taxes and the amounts computed by applying the statutory federal
income tax rates to income (loss) from continuing operations before income taxes for the years ended December 31 are:

2003 2002 2001
Tax at statutory rate applied to income (loss) from continuing cperations before income taxes $10,237 $ 8,858 $(2,148)
State income taxes, net of federal tax benefit 1,255 1,086 (263)
International (384) 731 —
Non-deductible meals 704 727 692
Change in valuation allowance 346 (702) 256
Other 298 (8) 537

$12,456 $10,682 $ (926)
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Note 11. Operating Leases

The Company has commitments under operating leases for office space and office equipment. During the years ended December 31,

2003, 2002 and 2001, rent expense was $22,909, $25,353 and $26,712, including $604 paid in 2001 to affiliates of the Company.
Minimum future rentals to be paid and received under noncancelable operating lease and sublease commitments in effect at

December 31, 2003, are as follows:

Leases Subleases Net
2004 $21,831 $(1,426) $20,405
2005 16,277 (1,401) 14,876
2006 12,455 (1,404} 11,051
2007 7,770 (1,216) 6,554
2008 3,495 (473) 3,022
Thereafter 4,381 (1,063) 3,318
)

$66,209 $(6,983 $59,226

Note 12. Employee Benefit Plans

The Company’s employees participate in a defined contribution savings plan, which provides the opportunity for pretax contributions
by employees. The Company matches 50% of the employee’s contributions up to 6% of the employee’s annual earnings or a
maximum of $6 per employee per annum. The Company’s contribution expense for 2003, 2002 and 2001, including amounts
reimbursed by customers, was $7,035, $7,102 and $7,068, respectively.

The Company has also established the Trammell Crow Company Employee Stock Purchase Plan (the “ESPP”). Employees may
elect to have bi-weekly payroll deductions of 1.0% to 10.0% of gross earnings, which is used to purchase, on a semi-annual basis,
stock of the Company at a 15% discount from market value. The ESPP is available to all employees and requires a six-month holding
period for stock purchased under the plan. The Company has reserved 2,000,000 shares of common stock for issuance under the
ESPP, of which 1,577,493 have been issued as of December 31, 2003.

Note 13. Gain on Disposition of Real Estate and Discontinued Operations

Real estate dispositions excluding those accounted for as discontinued operations during the years ended December 31 were as follows:

2003 2002 2001
Projects sold 19 36 46
Net sale price $67,115 $142,149 $170,389
Gain on sale $13,420 $ 24,218 $ 28,456

The net sale price for 2003 noted above includes a note receivable for $230 from a purchaser of one real estate project.

In 2003, the Company conveyed a single-tenant office/industrial real estate project to the lender in order to satisfy the
underlying non-recourse note that had matured. With respect to this disposition, the Company recorded a gain on disposition of
real estate of $798, of which $677 was extinguishment of debt. Also in 2003, the Company sold its 50% partnership interest in a
consolidated subsidiary to the other parmer in the partnership for a net sales price of $1,032. The transaction resulted in a non-cash
decrease in real estate and other assets held for sale of $11,004 (accounts receivable of $4 and real estate held for sale of $11,000),

a decrease in cash (included in real estate and other assets held for sale) of $92, and a non-cash reduction in liabilities related
to real estate and other assets held for sale of $11,804 (decrease in accounts payable of $61, increase in accrued expenses of
$164 and a decrease in notes payable on real estate of 811,907), and a non-cash increase in minority interest of $210. The Company
recognized a gain on disposition of $1,530 as a result of this transaction.

In connection with a sale in 2002, the purchaser assumed a portion of the Company’s note with respect to such project,
resulting in a non-cash decrease in notes payable on real estate totaling $12,000. The Company repaid the remaining balance of the
note with the sales proceeds. The Company recorded a loss on disposition of real estate related to this project totaling $797.

In 2002, upon substantial completion of two real estate projects under development, the Company and outside partners
contributed a total of $2,703 and $30,398, respectively, to the Company’s consolidated real estate subsidiaries owning such projects.
The funds were used to pay off debt totaling $33,101, and the Company was released from its guarantees relating to such debt. As
it no longer exercised control over the entities, the Company began using the equity method of accounting for these two real estate
subsidiaries, resulting in a non-cash reduction of real estate held for sale totaling $33,776 and a non-cash increase in investments
in unconsolidated subsidiaries totaling $675. Also in 2002, the Company contributed its interest in a real estate project to a new
partership owned 48% by the Company, 32% by a non-wholly-owned partnership controlled and consolidated by the Company and
20% by partners unrelated to the Company. Because the outside partners control the new partnership, the Company accounts for
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its interest in this partnership as an equity method investment. The transaction resulted in a non-cash reduction in real estate held for
sale totaling $23,711, a non=cash reduction in notes payable on real estate held for sale totaling $9,400, a non-cash reduction in
accrued interest totaling $795, a non-cash increase in investment in unconsolidated subsidiaries totaling $18,310, and a non-cash
increase in minority interest totaling $4,000. Additionally, in another transaction during 2002, the partnership agreement of a real
estate partnership that was consolidated by the Company was amended, eliminating the Company’s control of the partnership. As it
no longer exercised control over the partnership, the Company began using the equity method of accounting for this real estate
subsidiary, resulting in a non-cash reduction in real estate held for sale of $15,931, a non-cash reduction in notes payable on real
estate held for sale of $10,821, a non-cash increase in investments in unconsolidated subsidiaries of $1,591, and a non-cash reduction
in minority interest of $3,710. No gains or losses were recognized on these transactions.

In 2001, the Company sold 75% of its interest in a wholly-owned partmership that owned real estate at a sales price equal to
$2,238 (75% of the partnership’s net book value) and provided partial financing of the purchase in the amount of $186. In addition,
the Company purchased, for an amount approximating book value, the 1% general partnership interest of a partnership that
owned real estate in which the Company was a 99% limited partner prior to the transaction. As a result of the transaction, the Company
acquired $11,644 of assets, including cash of $202, and assumed liabilities totaling $11,046. In another transaction, for an amount
approximating book value, the Company sold its 1% general partnership interest in a partnership that owned real estate, while
retaining its 99% limited parmership interest. As a result, the Company disposed of $8,869 of assets, including cash of $287, and
$8,869 of liabilities. No gains or losses were recognized on these transactions.

In 2003, the Company sold four real estate projects that were considered discontinued operations under FAS 144. The aggregate
sales price for these four projects was $25,064, and the Company recognized an aggregate gain on disposition of $5,336. In 2002,
the Company sold four real estate projects that were considered discontinued operations under FAS 144. The aggregate sales price
for these four projects was $31,151, and the Company recognized an aggregate gain on disposition of $6,559. The components of
discontinued operations for the years ended December 31, 2003 and 2002, including these dispositions and operations of real estate
properties where the Company does not expect to have significant continuing involvement, are as follows (there were no such
discontinued operations in 2001):

2003 2002
Revenues:
Development and construction $ 181 $ 416
Gain on disposition of real estate 5,336 6,559
Other 23 1

5,540 6,976
Expenses:
Salaries, wages and benefits 55 110
Commissions 279 423
General and administrative 235 248
Depreciation and amortization 4 14
Interest 295 127

868 922

Income from discontinued operations, before income taxes 4,672 6,054
Income tax expense (1,894) (2,699)
Income from discontinued operations, net of income taxes $2,778 $ 3,355

Note 14. Goodwill, Intangible Assets and Acquisitions of Real Estate Service Companies

In 2003, the Company strengthened and extended through 2008 its strategic alliance with Savills. The strategic alliance was initially
formed in 2000 for the purposes of providing each company’s customers access to the commercial real estate service capabilities of
the other. As part of the 2003 agreement, the Company subscribed to $9 of additional capital in Trammell Crow Savills Limited, the
Company’s consolidated European venture jointly owned with Savills, effectively increasing the Company’s ownership in this
venture to approximately 95%. In addition, the Company purchased all of Savills” ownership in Trammell Crow Savills Asia-Pacific
Limited, the Company's consolidated Asian joint venture, for a nominal amount, increasing the Company’s ownership of this
venture to substantially 100%. While the Company recorded no gain or loss on this transaction, it recorded a non-cash increase
in minority interest of $693, and an offsetting non-cash decrease in furniture and equipment. In addition, the Company and
Savills have an arrangement whereby, at either party’s discretion, the Company may acquire Savills’ remaining ownership in Trammell
Crow Savills Limited of approximately 5% for nominal consideration.
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In December 2001, the Company recorded total writedowns due to impairment of goodwill and intangibles of $26,440, offset by
$2,346 of related minority interest. Of these writedowns, $20,479 is due to impairment of goodwill and related intangibles recorded in
connection with the Company’s acquisition of portions of the businesses of Faison & Associates and Faison Enterprises, Inc. (the
“Faison Acquisition”). The impairment resulted from 2001 operating losses and declining forecasts for future operations in the retail
center development and mall management portions of these businesses (primarily due to continuing consolidation of regional mall
ownership into REITs, which tend to self-manage their properties), in addition to the losses of several large management agreements
in 2001, which left the Company with no significant business in certain geographic areas. Also, effective March 1, 2002, the
Company sold the rerail center development and mall management businesses to an affiliate of Faison Enterprises, Inc. (the “Faison
Sale”) (see Note 15). The writedown in 2001 included 100% of the goodwill attributable to the retail center development and mall
management businesses and the business units affected by management agreement losses.

Also included in the Company’s total 2001 writedowns is a writedown of $4,788, offset by $2,346 of related minority interest,
due to impairment of goodwill recorded in connection with the Company’s 2000 expansion of its joint venture with Savills into the
Asia-Pacific region (“Trammell Crow Savills Asia-Pacific”). The impairment resulted from 2001 operating losses and business strategy
changes that impacted the Company’s growth strategy in Asia-Pacific markets. The Company intends to allocate existing or
additional resources to Asia-Pacific markets only as its U.S. customers require services in these markets but does not intend to
aggressively pursue new customers in these markets. In 2002, Trammell Crow Savills Asia-Pacific sold three of its operations,
primarily engaged in project management services, to an unrelated third party (see Note 15).

The remaining $1,173 of writedowns in 2001 related to various investment and asset impairments, none of which were
individually significant to the Company.

Intangible assets, excluding goodwill, consist of the following at December 31:

2003 2002
Gross Carrying  Accumulated  Gross Carrying  Accumulated
Amount Amortization Amount Amortization
Contract intangibles $13,299 $ (8,181) $12,085 $ (5,121
Employment contracts and noncompete agreements 11,201 (10,852) 11,991 (10,966)
Acquired management contracts 8,094 (7,546) 9,141 (7,199)

$32,594 $(26,679)  $33,217 $(23,286)

In 2002, the Company recorded a writedown of $1,149, recognized as a reduction of facilities management revenue, due to
impairment of a contract intangible for which the underlying management agreement was terminated in 2002. The contract
intangible was writtent down to zero. In 2001, the Company recorded a writedown of $2,076, recognized as a reduction of project
management services revenue, due to impairment of a contract intangible for which the future cash flows of the underlying
management agreement did not support the value of the contract intangible, and the Company’s intent was to terminate the
related management agreement. The management agreement was subsequently terminated in 2002. The related contract
intangible was written down to zero.

The estimated future charges for the intangible asset balance at December 31, 2003, are as follows:

2004 $2,786
2005 1,612
2006 1,011
2007 424
2008 and thereafter 82

$5,915

Note 15. Dispositions of Businesses

The Faison Sale was completed effective March 1, 2002, and involved the sale of businesses that were engaged primarily in the
development of retail centers and the management and leasing of regional malls and were acquired in 1998 as part of the Faison
Acquisition. The Company continues to provide leasing and management services of non-retail assets and certain retail projects
under contracts acquired in connection with the Faison Acquisition. The Company retained most of the net working capital in the
disposed businesses and carried interests in certain development projects and received approximately §1,825 in exchange for such
businesses and related assets upon completion of the transaction. Because the Company has continuing involvement with the
disposed businesses, the operations have not been reported as discontinued operations. The Company’s writedowns of goodwill and
intangibles in the fourth quarter of 2001 (see Note 14) included $11,731 related to assets that were disposed of in the Faison Sale,
and the Company recorded a gain of $79 upon disposition of the businesses in the first quarter of 2002. The Faison Sale was
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motivated by changes in the Company’s overall retail strategy, operating losses incurred in these businesses, and declining forecasts
for future operations of these businesses (primarily due to the downturn in the real estate investment market and continuing
consolidation of regional mall ownership into REITs, which tend to selfmanage their properties). Henry J. Faison, Chairman of the
Board of Faison Enterprises, served on the Company’s Board of Directors from the time of the Faison Acquisition untl May 24,
2002, the day of the Company's 2002 annual meeting of stockholders.

On November 25, 2002, Trammell Crow Savills Asia-Pacific completed the sale to an unrelated third party of three of its
operations primarily engaged in project management services, effective October 1, 2002 (the “Transfer Date”). The purchase price
of approximately $2,607, which was settled in the second quarter of 2003, was offset by $414 for amounts to be paid to the purchaser
as a provision for losses on certain assets and contracts transferred to the purchaser on the Transfer Date. In additon, $320 was
offset against the purchase price for management services that the purchaser provided to the remaining Trammell Crow Savills
Asia-Pacific operations for one year following the completion of the sale. The Company recorded a loss of approximately §297
in the fourth quarter of 2002 with respect to the sale, including professional fees and provisions to be made to the seller, offset by
minority interest. Because there were not clearly distinguishable operations and cash flows for the operations sold, the operations
have not been reported as discontinued operations.

Note 16. Restructuring Charges

During 2001, the Company announced an internal reorganization of its business designed to consolidate all of the property and
facilities management, brokerage and corporate advisory, and construction and project management services delivered to both user
and investor customers under a single leadership structure. As part of the reorganization, the Company advised approximately
300 employees across all functions and levels that their jobs were being eliminated as part of a costcutting effort focusing on
inefficiencies and redundancies. As of December 31, 2002, all of such employees had been terminated under the restructuring plan.
In addidon, also in 2001, the Company formalized and communicated its previously announced internal reorganization designed to
centralize and improve the efficiency of its accounting operations. The accounting restructuring plan contemplated the termination
of approximately 200 accounting personnel, 80 of whom ultimately resigned or were placed into open positions or onto new
customer accounts. As of December 31, 2002, all planned employee terminations of such employees had been completed pursuant
to the accounting restructuring plan.

As part of its restructuring plans, primarily during the fourth quarter of 2001, the Company closed several offices and identified
offices with excess space that it intends to sublease to third parties. The Company recorded restructuring charges primarily
comprised of lease obligations, costs to sublease excess space (offset by estimated future sublease income) and miscellaneous furniture
and equipment writeoffs. These accruals will be relieved over the remaining terms of the underlying leases through March 2012,

No restructuring charges were incurred or recorded in 2003 or 2002. Activity related to the Company’s restructuring accruals
for the years ended December 31, 2003, 2002 and 2001, was as follows:

Lease
Severance  Obligations
and Related and Related

Costs Costs Total
Initial charge $5,153 $5,799 $10,952
Cash payments 3,304 822 4,126
Balance at December 31, 2001 1,849 4,977 6,826
Cash payments 1,849 2,368 4,217
Balance at December 31, 2002 — 2,608 2,609
Cash payments — 745 745
Balance at December 31, 2003 $ — $1,864 $ 1,864

Note 17. Related Party Transactions

In 2003, 2002 and 2001, the Company derived 2%, 4%, and 6%, respectvely, of its total revenues from services provided principally
to one current and one former stockholder of the Company. In addition, in 2003, 2002 and 2001, the Company derived 2%, 1%
and less than 1%, respectively, of its total revenues from services provided to a customer of which one of the Company’s directors is
an officer.

The Company has agreements to provide development and brokerage services to certain of its unconsolidated subsidiaries
accounted for under the equity method under terms that the Company believes are consistent with the terms in similar
agreements with unrelated parties. In each of the years ended December 31, 2003, 2002 and 2001, the Company derived 1% of its
total revenues from such unconsolidated subsidiaries,

—-ﬁ



54

Note 18. Financial Instruments

As required under the Company’s Credit Facility, the Company has entered into various interest rate agreements to manage market
risks related to changes in interest rates. The Company’s participation in derivative transactions has been limited to hedging
purposes, Derivative instruments are not held or issued for trading purposes.

On March 24, 2000, the Company renewed an existing interest rate swap agreement for a 12-month period ending March 24,
2001, with a notional amount of $150,000 through June 26, 2000, a notional amount of $125,000 through September 25, 2000, and a
notional amount of $100,000 through March 24, 2001. This interest rate swap agreement established a fixed interest pay rate of
6.65% on a portion of the Company’s variable rate debt. On March 24, 2001, the interest rate swap agreement was renewed for a
24-month period ending March 24, 2003, with a notional amount of $150,000. This interest rate swap agreement established a fixed
interest pay rate of 4.68% on a portion of the Company’s variable rate debt. Under these interest rate swap agreements, if the actual
LIBOR-based rate was less than the specified fixed interest rate, the Company was obligated to pay the differential interest amount,
such amount being recorded as incremental interest expense. Conversely, if the LIBOR-based rate was greater than the specified
fixed interest rate, the differential interest amount was paid to the Company and recorded as a reduction of interest expense. The
weighted-average receive rates under the interest rate swap agreement for 2003, 2002 and 2001 were 1.37%, 1.80% and 4.07%,
respectively. In connection with these agreements, the Company recorded incremental interest expense, excluding the liability
reduction described below, of $567 in 2003, $765 in 2002 and $848 in 2001. Since the interest rate swap agreement expired on
March 24, 2003, there was no related interest expense recorded in the nine months ended December 31, 2003.

Prior to November 1, 2001, the interest rate swap agreement was not effectively designated as a hedge (although it was entered
into for hedging purposes), and the Company recognized changes in fair value in current period earnings. For the period from
January 1, 2001 through October 31, 2001, $4,809 was charged to expense due to a change in fair value of the interest rate swap
agreement. As of November 1, 2001, in accordance with Statement of Financial Accounting Standards No. 133, Accounting for
Derivative Instruments and Hedging Activities (“FAS 133”), the Company designated the interest rate swap agreement as a cash flow
hedge of the Company'’s variable interest flow exposure, and began assessing effectiveness of the cash flow hedge in accordance
with the hypothetical derivative method of FAS 133 Implementation Issue G7. The hypothetical derivative method captured the
impact of the $4,809 swap liability already existing at November 1, 2001, as future hedge ineffectiveness of the newly designated
hedge relationship because the lability originated from interest rate movements prior to the application of hedge accounting.
Accordingly, changes in fair value of the interest rate swap agreement attributable solely to the passage of time and payments made
to settle the liability serve to reduce the liability, therefore benefiting net income in future periods. The Company recorded
payments of $588, $3,611 and $609 in 2003, 2002 and 2001, respectively, against its liability that would have been recorded to interest
expense had the interest rate swap agreement been designated as a hedge since its inception. Changes in the fair value of the
interest rate swap agreement attributable to changes in benchmark market interest rates represent the effective portion of the hedge
relationship and were recorded in other comprehensive income in accordance with FAS 133, Any hedge ineffectiveness was
recorded in current period earnings. The interest rate swap agreement expired on March 24, 2003, therefore the liability balance is
zero at December 31, 2003.

On September 1, 2002, as a result of a decrease in the Company’s floating interest rate debt, the Company dedesignated
$50,000 of the interest rate swap agreement previously designated as a hedge in order to maintain the relationship between the
notional amount of the designated portion of the interest rate swap agreement and the amount of the Company’s floating rate
debt. On November 80, 2002, an additional $25,000 was dedesignated. By dedesignating a portion of the interest rate swap agreement
as a hedge, the remaining designated portion was still deemed an effective hedge. As a result of these changes, the Company
recognized $(4) and $72 of expense in the years ended December 31, 2003 and 2002, respectively, related to the change in fair
value of the portion of the interest rate swap agreement that is not designated as a hedge.

In March 2003, the Company entered into an interest rate cap agreement in order to limit its interest expense on a construction
loan with a 30-day LIBOR-based floating interest rate related to consolidated real estate project. The interest rate cap agreement
has a notional amount of $11,400 and the Company will receive payments if the LIBOR-based interest rate exceeds 3.5%. The
interest rate cap agreement has not been designated as an effective hedge, and therefore the interest rate cap agreement will be
marked to market each period with the change in fair market value recognized in current period earnings. The interest rate cap
agreement expires on March 1, 2005. Through December 31, 2003, amounts recorded by the Company related to this interest rate
cap agreement were not material.

The Company holds a mandatorily redeemable financial instrument related to a consolidated real estate project. The
instrument allows former lenders to the underlying real estate project to participate in operating cash flows and the proceeds of
the future sale of the property, after payment of a separate mortgage loan on the property and certain other distribution
preferences to the Company, with no maximum amount specified in the instrument. The instrument is redeemable at the
discretion of the former lenders upon sale of the real estate project, refinancing of the mortgage loan or maturity of the




instrument, which was extended to September 28, 2006 when the underlying mortgage loan was extended in February 2004
(see Note 7). As of December 31, 2003, the fair value of the financial instrument is zero, based on hypothetical liquidation of the
underlying real estate project on December 31, 2003.

Accounts receivable, accounts payable and accrued expenses and other liabilities are carried at amounts that reasonably
approximate their fair values. The fair values of the Company’s long-term debt and notes payable on real estate reasonably
approximate their fair values based on the Company’s incremental borrowing rates for similar types of borrowing arrangements.

Note 19. Commitments and Contingencies

At December 31, 2003, the Company has guaranteed repayment of a maximum of $5,725 of real estate notes payable of its
unconsolidated subsidiaries of which $4,893 of the underlying notes payable is outstanding as of December 31, 2003. These notes
are secured by the underlying real estate and have maturity dates through May 2005. The Company did not issue or modify any
guarantees in 2003 that were required to be recorded at fair value in the Company’s financial statements.

The Company has a commitment to loan up to $4,500 to an unconsolidated subsidiary, of which $1,500 was funded in the
first quarter of 2008. The remaining commitment of $3,000 was funded in January 2004. Loans made under the commitment accrue
interest from the date advanced until the date repaid at an annual rate of 18% through June 30, 2004, and thereafter at an annual
rate of 25%. The loans are due and payable on June 16, 2006, but may be repaid prior to such date should the unconsolidated
subsidiary obtain alternate financing from a third party lender. Repayment of the loans is subordinate to other debt and the
unconsolidated subsidiary’s obligations to pay certain preferred returns.

At December 31, 2003, the Company has outstanding letters of credit totaling $15,917, of which $5,044 collateralizes amounts
recorded in other current liabilities. The letters of credit expire at varying dates through January 2005.

In addition, at December 31, 2003, the Company has numerous completion and budget guarantees relating to development
projects. Each of these guarantees requires the Company to complete construction of the relevant project within a specified time
frame and/or within a specified budget, with the Company potentally being liable for costs to complete in excess of such budget.
However, the Company generally has “guaranteed maximum price” contracts with reputable generai contractors, which are intended
to pass the budget risk to such contractors. Management does not expect to incur any material losses under these guarantees.

From time to time, the Company acts as a general contractor with respect to construction projects. The Company does
not consider these activities to be a material part of its business. In connection with these activities, the Company seeks to
subcontract construction work for certain projects to reputable subcontractors. Should construction defects arise related to the
underlying projects, the Company could potentially be liable to the customer for the costs to repair such defects, but the Company
would generally look to the subcontractor that performed the work to remedy the defect. Management does not expect to incur
material losses with respect to construction defects.

The Company and one of its subsidiaries are defendants in a lawsuit styled Bank One Oklafioma, N.A. (the “Bank”), et al. v.
Trammell Crow Services, Inc. and Trammell Crow Company, No. 03 C 3624, pending in the US District Court for the Northern District of
Tilinois, originally filed on April 2, 2003. The claims asserted by the plaintiffs relate to a sale/leaseback transaction involving a
property in Oklahoma City previously owned by the Bank. The suit alleges breach of contract, breach of fiduciary duty, negligent
misrepresentation, fraudulent misrepresentation and fraudulent concealment against the Company and/or its subsidiary and
alleges that the plaintiffs have been damaged in an unspecified amount in excess of $15,000. The plaintiffs seek to recover actual
damages, punitive damages and reasonable attorneys’ fees. The suit is in the process of discovery, and no trial date has been set.

As of the date of this Annual Report, the outcome of the suit cannot be predicted with any certainty, and the Company cannot at
this time estimate an amount or range of potential loss in the event of an unfavorable outcome. While the Company cannot
predict with any certainty the outcome of this matter, the Company currendy believes the plaintiffs’ claims are without merit and is
vigorously defending the lawsuit.

From time to time, the Company is involved in other litigation matters that arise in the ordinary course of its business, some
of which involve claims for damages which are substantial in amount. The ultimate liability for these matters cannot be
determined. However, based on the information currently available, the Company does not believe that the resolution of any
such matters to which it is currently a party will have a material adverse effect on the Company’s results of operations,
financial condition or liquidity.
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Note 20. Supplemental Cash Flow Information

Supplemental cash flow information is summarized below for the three years ended December 31:

2003 2002 2001

Interest paid $ 8,347 $10,875 $15,330
Income taxes paid 8,998 8,611 13,232
Non-cash activities:

Issuance of restricted stock, net of forfeitures 12,289 (77) (322)

Capital lease obligations 2,161 1,180 3,062

Recognition of deferred gains related to dispositions in previous periods 339 941 281

Writeoff of furniture and equipment against prior year restructuring reserve — 876 ~—

Conversion to equity of note payable to minority shareholder of consolidated joint venture — 2,406 —

Note 21, Segment Information

Description of Services by Segment

The Global Services segment includes property and facilities management, brokerage and corporate advisory, and project and
construction management services delivered to both user and investor customers. The Development and Investment segment
includes development activities performed on behalf of investor and user customers on a fee basis, as well as development activity
pursuant to which the Company takes an ownership position. The Development and Investment segment also includes activities
related to the Company’s operating real estate projects prior to disposition.

Measurement of Segment Profit or Loss and Segment Assets
The Company evaluates performance and allocates resources among its two reportable segments based on income before
income taxes. The accounting policies of the reportable segments are the same as those described in the summary of significant

accounting policies.

Factors Management Used to Identify the Company’s Reportable Segments
The Company’s reportable segments are defined by the nature of the service provided and activities conducted. Because
development services require specialized knowledge, the Company’s organizational structure allows the group of individuals with
specialized knowledge and experience in development activities to perform these services with greater focus through the
Company’s Development and Investment segment. The organizational structure of the Global Services segment allows the Company
to leverage resources in specific geographic areas, as non-development services provided to user and investor customers often
require similar expertise.

Approximately 97% of the Company’s revenues are from customers located in the United States. In 2003, one individual
customer accounts for $73,668, or 10%, of the Company’s consolidated revenues. Revenues from this customer are included
primarily in the Company’s Global Services segment. No individual customer accounted for more than 10% of the Company’s

consolidated revenues in 2002 or 2001.




Summarized financial information for reportable segments is as follows:

Years Ended December 31, 2003 2002 2001
Glohal Services:
Total revenues $650,480 $657,114 $677,209
Costs and expenses ! 628,234 648,293 697,224
Income (loss) from continuing operations before income taxes, minority interest and

income from investments in unconsolidated subsidiaries 22,246 8,821 (20,015)
Minority interest, before income taxes 675 3,323 3,872
Income from investments in unconsolidated subsidiaries, before income taxes 3,913 1,789 1,719
Income (loss) from continuing operations, before income taxes 26,834 13,933 (14,424)
Discontinued operations, before income taxes 376 791 —
Income {loss) before income taxes 27,210 14,724 (14,424)
Writedowns due to impairment of goodwill, intangibles and investments — — 27,561
Minority interest related to goodwill writedowns — — (2,346)
Change in fair value of interest rate swap agreement — — 3,817
Restructuring charges — — 8,237
Income before income taxes, as adjusted® $ 27,210 $ 14,724 $ 22,845
Development and Investment:
Total revenues 57,352 76,982 102,442
Costs and expenses ' 67,500 73,683 100,128
income (loss) from continuing operations before income taxes, minority interest and

income from investments in unconsolidated subsidiaries (10,148) 3,299 2,314
Minority interest, before income taxes 1,395 (402) (2,330)
Income from investments in unconsolidated subsidiaries, before income taxes 12,637 7.160 8,303
income from continuing operations, before income taxes 3,884 10,057 8,287
Discentinued operations, before income taxes 4,296 5,263 —
Income before income taxes 8,180 15,320 8,287
Writedowns due to impairment of goodwill, intangibles and investments — — 4,407
Minority interest related to goodwill writedowns — — —
Change in fair value of interest rate swap agreement — — 892
Restructuring charges — — 2,715
Income before income taxes, as adjusted® $ 8,180 $ 15,320 $ 16,301
Total:
Total revenues $707,832 $734,096 $779,651
Costs and expenses ' 695,734 721,976 797,352
Income (loss) from continuing operations before income taxes, mincrity interest and

income from investments in unconsolidated subsidiaries 12,098 12,120 (17,701)
Minority interest, before income taxes 2,070 2,821 1,542
Income from investments in unconsolidated subsidiaries, before income taxes 16,550 8,949 10,022
Income (loss) from continuing operations, before income taxes 30,718 23,950 {6,137}
Discontinued operations, before income taxes 4,672 6,054 —

Income (loss) before income taxes 35,390 30,044 (6,137)
Writedowns due to impairment of goodwill, intangibles and investments — — 31,968
Minority interest related to goodwill writedowns — — (2,346)
Change in fair value of interest rate swap agreement — — 4,809
Restructuring charges — — 10,952
Income before income taxes, as adjusted® $ 35,390 $ 30,044 $ 39,246
December 31 2003 2002
Total Assets:
Globa! Services $296,876 $253,018
Development and |nvestment 333,250 369,048
Total consolidated assets $630,126 $622,066

(1) Costs and expenses include non-cash compensation expense related to the amortization of employment coniracts and unearned stock compensation of $3,701, $2,319 and
82,516 related to the Global Services segment and §1,402, $148 and $364 related to the Development and Investment segment in 2003, 2002 and 2001, respectively.

(2) Income before income taxes, as adjusted, vepresents pre-tax income before writedowns due to impairment of goodwill, intangibles and investments, net of related minority interest,
the change in fair value of the Company’s interest vate swap agreement and vestructuring charges. Management excludes the effects of these items to provide a meaningful
measure of the operating performance of the Company and its segments, in addition to ulilizing this information in making decisions regarding vesource allocation among its
segments. This measure may differ from similarly titled items reported by other companies.
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Note 22. Unaudited Interim Financial Information

Unaudited summarized financial information by quarter is as follows:

Quarter Ended (in thousands) March 31 June 30 September 30 December 31
2003:
Total revenues $160,785 $169,305 $167,272 $210,470
Income (loss) from discontinued operations, net of income taxes ' 879 12 (167) 2,054
Net income 1,144 3,072 1,783 15,041
Net income per share:
Basic $ 0.03 $ 0.09 $ 0.05 $ 0.42
Diluted $ 0.03 $ 0.08 $ 005 $ 041
2002:
Total revenues $172,127 $178,941 $177,489 $205,539
Income (loss) from discontinued operations, net of income taxes @ (22) (14) 844 2,547
Net income 196 3,744 3,731 8,982?
Net income per share:
Basic $ 001 $ 011 $ 010 $ 0.25@
Diluted $ 0.01 $ 010 $ 010 $  0.249

(1) Discontinued operations include the operations of real estate properties and gain on disposition of real estate properties held for sale or sold in which the Company retained or
expects to retain no continuing involvement, in accordance with FAS 144.

(2) In the fourth quarter of 2002, the Company recorded $1,260 of provision for losses on real estate and a 8212 charge to tncome from investments in unconsolidated subsidiaries
(before income taxes) as a result of reclassifying certain assets previously classified as real estate held for sale to real estate held for investment, partially offset by 3514 of related
minority interest, in accordance with FAS 144 (see Note 2).
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Common Stock Market Data

The Common Stock is listed on the New York Stock Exchange (“NYSE”) and trades under the symbol “TCC.” At March 1, 2004,
37,033,667 shares were held by approximately 1,281 stockholders of record. The following table sets forth the high and low sales
prices per share of Common Stock as reported on the NYSE Composite Transaction Tape on a quarterly basis for the last two

fiscal years.

High Low

2002:

First Quarter $15.17 $11.10

Second Quarter $15.85 $13.07

Third Quarter $14.45 $ 9.36

Fourth Quarter $10.34 $ 840
2003:

First Quarter $ 9.67 $ 7.75

Second Quarter $10.68 $ 7.75

Third Quarter $13.05 $10.50

Fourth Quarter $14.15 $11.30

The Company has not historically paid dividends and does not anticipate paying dividends in the foreseeable future. Any
future payment of dividends will be at the discretion of the Board of Directors and will depend upon the Company’s results of
operations, financial condition, cash requirements and other factors deemed relevant by the Board of Directors, including the terms
of the Company’s indebtedness. Provisions in agreements governing the Company’s long-term indebtedness limit the amount of
dividends that the Company may pay to its stockholders. See “Management’s Discussion and Analysis of Financial Condition and Results
of Operations — Liquidity and Capital Resources.”

In May 2001, the Company announced that its Board of Directors approved a stock repurchase program. The repurchase
program contemplated the repurchase of up to $15.0 million of the Company’s common stock from time to time in open market
purchases or through privately negotiated transactions. The repurchase program was completed during the second quarter of 2003
and resulted in the repurchase of 1,593,900 shares at an average cost of $9.41 per share. The purchases were made with funds
generated from operations and existing cash. The Company placed the repurchased shares in treasury. The Company intends to
reissue such shares in connection with the Company’s employee stock purchase plan and option exercises or restricted stock grants
under the Company’s long-term incentive plan and other equity-based incentive plans, as well as for other corporate purposes.

Corporate Information

Form 10-K and Other Investor Information

A copy of the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission is available through
the Company’s website at www.trammellcrow.com, by calling (214) 863-5000 or by writing to Investor Relations, Trammell Crow
Company, 2001 Ross Avenue, Suite 3400, Dallas, Texas 75201.

Annual Meeting
The Annual Shareholders’ Meeting will be held on Wednesday, May 19, 2004, at 1 p.m. Central Time, at the Dallas Museum of Art in
the Horchow Auditorium, 1717 N. Harwood Street, Dallas, Texas 75201.

Independent Auditors
Ernst & Young LLP, 2121 San Jacinto Street, Suite 1500, Dallas, Texas 75201

Corporate Counsel
Vinson & Elkins L.L.P., 2001 Ross Avenue, Suite 3700, Dallas, Texas 75201

Transfer Agent and Registrar
Chase Mellon Shareholders Services, 85 Challenger Road, Ridgefield Park, New Jersey 07660
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